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IN 2017 ACEA REMODELS ITS
BRAND AND ITS DIGITAL SERVICES

THE NEW BRAND

The new brand combines the “a” in Acea with the iconic pin, the pointer the whole
world is familiar with, that merges physical territory into a digital dimension.
The colours of the business segments - water, energy, environment - meet in a
modern and radiant explosion. The shades of colour and the shape of the pin are

blended together into a unique, stylish and digital logo that looks out into the future.

THE DIGITAL PLATFORM

This extensive remodelling has also involved the digital platform.
Thanks to the MyAcea area, relations with customers have been made
even easier and more personalised, through advanced functions for
account management, payments and monitoring, as well as checking up
on maintenance activities. The App version of MyAcea marks enhanced
awareness of the role of technological innovation in people’s daily lives.







aign launches the new Acea logo and its leit motif is the perfect integration between
s used and the instruments through which the Acea services are supplied in the homes
ters, taps and meters. The communication shows how Acea has simplified its activities,
customers. As the new pay off itself says: “Connected to your world”.



LETTER
TO OUR SHAREHOLDERS

DEAR SHAREHOLDERS,

the results of Acea’s 2016 reporting year bear witness to
the extraordinary effectiveness of the Board’s strategy,
put in place immediately on their taking office, of combi-
ning value creation with sustainable growth. The initiatives
undertaken have accordingly been aimed in that direction.
Al this has yielded significant results, indeed even in the
shorter run, in the knowledge that our achievements will un-
derpin, guarantee and encourage lasting, solid and balanced
growth for the Group. In other words, a sustainable future.
On the economic and financial side, special emphasis for
2016 must go to the consolidated gross operating profit of
896.3 million euros, a record high for the Group, up 22.5%
over 2015, and to the extraordinary growth in investmen-
ts, which increased to 530.7 million euros, up 23.7% over
the preceding year, when they were just this side of the
429 million mark, itself an impressive figure at that time.
The slight worsening of the Group’s net financial position
(NFP) is connected with this figure; NFP was negative by
approximately 2127 million euros, though improved com-
pared to September 2016. The 117 million euro increase
over the preceding reporting period is largely the result of
the financial requirements ensuing from the substantial
investments made.

By contrast, the operating result (Ebit) also increased
by more than 36%, nearing 526 million euro, as did the
Group’s net profit, up by about 50% to 262.3 million eu-
ros after payments to third parties.

In addition to the results for 2016 summarised here, and
also taking into account those obtained in the two prece-
ding years, what emerges at the close of this Board’s term
of office are the deep changes put through during these
three years, which do allow us to state that a new Acea
has been forged.

New in its approach to the customer, the true focus of
our attention and a leading player in the ongoing changes.
Today’s customer has an array of advanced technological
solutions at his disposal that improve the enjoyment of
services, either directly through a PC or personal devices,
or through more traditional contact channels such as the
telephone or access to local service facilities that are open
to the public.

Available data tell us that customers appreciate the effor-
ts made to meet their needs and are changing their habits,
making life easier for themselves while making our activi-
ties both more efficient and effective, and less costly at
the same time.
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There has been a considerable drop in the number of pe-
ople who physically come to our desks, as in the number
of those who contact us by telephone; on the other hand,
contacts online have greatly increased, which in most ca-
ses makes it possible to conclude commercial transactions
directly, including payments, without any need for back
office work by our operators. To the benefit of customers
and of the environment, in terms of savings in materials
and resources. Some figures can help better to convey the
actual extent of this phenomenon. Compared to 2015,
there has been a 10% drop in the number of customers
(around 236,000) who have come to our desks at the
Rome head office; the number of calls to our toll-free
numbers has also decreased by 14%, down to about 5 mil-
lion. Advanced computerised systems are not only at the
service of customers but of employees, as well, who ope-
rate both in the technical and administrative areas, and of
contractor companies who are required to guarantee the
same degree of computerisation for their assigned tasks.
Today’s Acea is new also from a technological point of
view. A new digital vision has characterised the more than
1278 milion euros invested over the past three years in
water management activities, in the electric distribution
network, in the world of energy, in activities for the envi-
ronment and services to citizens.

There is also a highly significant contribution to the local
economy. One cannot help but notice that the vast invest-
ments developed have had a beneficial multiplier effect,
constructively contributing to economic growth, despite
the current stagnation, especially at the local level, throu-
gh: increased specific internal product; new job creation,
both directly and in related sectors; improved general li-
ving and natural environmental conditions, which Acea is
committed to caring for and protecting with extraordinary
dedication.

As regards sustainability, emphasis must be laid on the ap-
proval, in timely conjunction with the Industrial Plan, of
the Group’s 2016-2020 Sustainability Plan. This year, for
the first time in your Company, its preparation has sparked
an ambitious and innovative procedure that has directly
and jointly involved the company’s front lines (Industrial
Areas, Operating Companies, Corporate Functions and
Acea 2.0) in identifying corporate targets. What was new
was the procedure chosen for defining the Plan - such wi-
despread participation made it possible to gain an overall
vision of the Group and identify a number of common

Alberto Irace
Managing Director

LETTER TO SHAREHOLDERS

sustainability guidelines, thus ensuring a more markedly
strategic outlook.

But, more than anything, this Board is proud that Acea
over these years has succeeded in drawing the most va-
lue from its greatest immaterial asset: People. The People
Strategy has strongly upheld merit and valued the people
in the Group. Technical training has involved more than
5,000 people in all the companies and as many have been
involved in on-the-job training on the ground. But, abo-
ve all, a new organisational culture has been established in
Acea in these years. Acea’s future can rely on a highly solid
management body, who show consistency and determina-
tion in addressing the company’s challenges and guaran-
teeing its future development. Alongside this, a “network”
has been encouraged, an agile reticular structure through
which people can directly put forward innovative solutions,
free of company hierarchy filters, and contribute to chan-
ge on their own initiative. A “dual system” based on vo-
luntary participation by employees, aimed at accelerating
change, in which the network (about 4,500 volunteers
who are available for change and about 2,000 people acti-
vely engaged) is at the management’s side, taking part in
its urgency for change and embodying a model of shared
leadership. This advanced model has changed the way in
which the people of the Group think about and do their
work, turning the possibility of change into a company
mindset, thus fostering readiness to address the challenges
ahead in the best possible way.

The conclusion of this intense and far-reaching process is
marked by the change of the company logo, involving a
rebranding of the entire Group. The new Acea described
above must be reflected in a new image, new positioning
and a new identity, more in accordance with what the
company is today and with the relationship it is building
with its employees, its customers and the city. The choice
of keeping the name of Acea, whilst modernising its form
through more up-to-date colours and lettering more su-
itable for digital use, involves both renewed attachment
to the company’s history and the projection of its identity
into the future.

We are proud, therefore, to present these Financial Sta-
tements that do summarise, as they must, a well-thought-
out industrial strategy and report on the excellent results
achieved, but which also represent a solid platform from
which we hope Acea will step on towards a future of ever
greater success and achievements.

Catia Tomasetti
President

(/-



CORPORATE AND

FINANCIAL HIGHLIGHTS

WATER

1st
OPERATOR IN ITALY
IN WATER SERVICES

wWiTH 8.5 million

INHABITANTS SERVED IN LAZIO,
TUSCANY, UMBRIA AND CAMPANIA

GRIDS

ONE OF THE MAIN
OPERATORS IN ITALY
IN ENERGY DISTRIBUTION

witH ABouT 10 billion kWh
OF ELECTRICITY DISTRIBUTED

DATA IN MILLIONS OF EUROS

CONSOLIDATED REVENUE

2016 .

2015 |

EBIT

2016 .

2015 |

NET CONSOLIDATED PROFIT

2016 |

2015 |

The adjusted economic data do not include:

- the positive effect of the elimination of the so-called regulatory la
- the negative effect of the repurchase of a portion of bonds issued

2,832.4

2,917.3

525.9

386.5

262.3

175.0

O

G

ENERGY

ONE OF THE MAIN
NATIONAL OPERATORS
IN THE ENERGY MARKET

wiTH 8.3 billion kWh
OF ELECTRICITY SOLD

ENVIRONMENT

1D

6th
OPERATOR IN ITALY IN WtE
(WASTE TO ENERGY)

WITH 820,000 tonnes

OF WASTE TREATMENT/DISPOSAL

EBITDA

2016 |

2015 L

PROFIT/LOSS BEFORE TAX

2016 |

2015 L

CONSOLIDATED INVESTMENTS

2016 |
2015 |

(€ 111.5 million before tax);
32.1 million before tax).
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GROUP
STRUCTURE

ACEA HOLDING

WATER ENERGY ENVIRONMENT
@ \
E-2
96% Acea Ato 2 100% Acea Energia 100% Acea Ambiente
81% Acea Produzione
98% Acea Ato 5 88% Aquaser
100% Acea8cento
99% Sarnese Vesuviano 50% Ecomed
37% Gori 100% Acea Energy Management
100% Crea Gestioni

40% Umbra Acque

99% Ombrone
40% Acquedotto del Fiora

77% | Acque Blu Arno Basso OTHER SERVICES
45% Acque

75% Acque Blu Fiorentine
40% Publiacqua

35% Intesa Aretina
46% Nuove Acque

25% Consorcio Agua Azul

51% Aguazul Bogota 100% Areti 100% Acea ElaboRi

100% Acea Dominicana 100% Acea llluminazione Pubblica
61% Aguas de San Pedro

100% Acea International

SHAREHOLDING STRUCTURE

The share capital of Acea SpA at 31 December 2016 is broken down as follows:

@ 1%
Roma Capitale

° 20.66%
Market

Caltagirone

@ 23.33%
Suez

* The chart only shows equity investments of more than 3%, according to CONSOB data.

HIGHLIGHTS



THE ORGANISATIONAL MODEL

ACEA has adopted an operational model based on
an organisational structure in line with the Strategic
Plan, strengthening its role of governance, guidance
and control of the Holding. In addition to the current

BUSINESS SEGMENTS

DATA IN MILLIONS OF EUROS

business portfolio, focused on areas of greater value
creation, the Plan also involves the strategic deve-
lopment of the Group in new business segments and
territories.

WATER

The ACEA Group is ltaly’s leading operator in the water
sector. The Group manages the integrated water service
in Rome, Frosinone and their respective provinces and is
present in other parts of Lazio, in Tuscany, Umbria and
Campania, as well as having activities in Latin America.
The company completes the quality of the services offe-
red with sustainable management of water resources and
respect for the environment.

ENERGY

The ACEA Group is one of the country’s major players
in the sale of electrical energy and offers innovative and
flexible solutions for the supply of electrical energy and
natural gas, aiming to consolidate its position as a dual
fuel operator. Finally, the Group operates in the electrical
energy and heat generation sector and mainly runs re-
newable source plants (hydroelectric and photovoltaic),
in addition to thermoelectric plants across Central and
Southern ltaly.

EBITDA +14.2%

2016 355.0

2015 I 310.8

INVESTMENTS +12.7%

2016 2304

2015 I 2044
>

EBITDA +20.5%

2016 meeeeesssssssssss  130.0

2015 107.9

INVESTMENTS +80.7%

2016 EEEEEEEEESsS——— 55.3

2015 DS 30.6
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The ACEA macrostructure is organised in cor-
g
porate functions and four industrial segments -

Environment, Energy, Water and Grids.

GRIDS -

ACEA Group is one of the major national operators with
about 10 TWh of electricity distributed in Rome, where it
manages the distribution grid serving 1.6 million delivery
points. The Group also manages the public and artistic
lighting in the capital city with 220,000 lamps, equal to
195,000 light points, applying ever more efficient solu-
tions and with a low environmental impact. By 2018 the
replacement of about 190,000 light fittings with led
lamps is planned, thus allowing a reduction of CO2 emis-
sions by about 35,000 tonnes per year and a significant
cut in light pollution.

The adjusted EBITDA does not include the positive effect of the elimina-
tion of the so-called regulatory lag (€ 111.5 million before tax).

EBITDA +39.3%
(EBITDA Adj -4.2%)

EEEEsssssssssmm— 356.3

2016

2015 |
INVESTMENTS +26.7%

2016 I
2015 |

ENVIRONMENT -

The ACEA Group is the 6 ltalian Waste-to-Energy
operator, with a 2.4% share of the domestic market. It
runs the main waste-to-energy plant and the largest
composting plant in the Lazio region. The Group devotes
special attention to the development of investments in
what is considered a high-potential sector, in accordance
with the strategic goal of producing energy from waste
and protecting the environment.

HIGHLIGHTS

EBITDA -0.3%

2016 I
2015 I
INVESTMENTS +31.3%

2016 I
2015 L

255.7

197,9
156,2

57.2
57.4

34.0
25.9



2017 Communication campaign




QCeC

CONNECTED TO YOUR WORLD.
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CORPORATE BODIES

Board of Directors

Catia Tomasetti

Alberto Irace

Francesco Caltagirone

Massimiliano Capece Minutolo Del Sasso
Angel Simon Grimaldos?

Giovanni Giani

Elisabetta Maggini

Roberta Neri

Paola Antonia Profeta

Board Of Statutory Auditors'
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Rosina Cichello

Corrado Gatti

Lucia Di Giuseppe

Carlo Schiavone

Executive Responsible for Financial Reporting
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Auditing Firm
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! Appointed by the Shareholders’ Meeting of 28 April 2016
2 Co-opted to replace the resigning Director Diane d’Arras

Chairman
CEO
Director
Director
Director
Director
Director
Director

Director

Chairman

Statutory Auditor
Statutory Auditor
Alternate Auditor
Alternate Auditor
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SUMMARY OF RESULTS

Economic Data (€ million) 31.12.2016 31.12.2015 Variation Variation %
Consolidated net revenues 2,832.4 29173 (84.9) (2.9%)
Consolidated operating costs 1,965.4 2,213.9 (248.4) (11.2%)
Income/(Costs) from equity investments
of a non-financial nature 29.3 28.5 0.8 3.0%
- of which: EBITDA 146.4 143.9 2.6 1.8%
- of which: Amortisation, depreciation,

impairment charges and provisions (94.5) (89.9) (4.6) 5.2%
- of which: Financing activities (7.3) 7.9) 0.7 (8.5%)
- of which: Cost income from equity investments 0 0.1 0.0 (158.9%)
- of which: Taxation (15.3) a7.7) 2.3 (13.3%)
s (o) fom sonmody : : :
EBITDA 896.3 732.0 164.4 22.5%
EBIT 525.9 386.5 139.5 36.1%
Het Result 272.5 181.5 91.0 50.1%
Profit/(loss) attributable to minority interests 10.2 6.6 3.6 55.5%
Net result attributable to the Group 262.3 175.0 87.4 49.9%
Adjusted economic data? (€ million) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit (EBITDA) 784.8 732.0 529 7.2%
Operating result (EBIT) 4144 386.5 28.0 7.2%
Before tax result 336.6 296.4 40.2 13.6%
Net result 220.7 181.5 39.1 21.5%
Net result attributable to the group 210.5 175.0 35.5 20.3%
EBITDA per operating segment (€ million) 31.12.2016 31.12.2015 Variation Variation %
ENVIRONMENT 57.2 57.4 (0.1) (0.2%)
ENERGY 130.0 107.9 2241 20.5%
Production 32.0 34.2 2.2 (6.5%)
Sales 98.0 737 24.3 33.0%
WATER: 355.0 310.8 44.2 14.2%
Overseas 4.4 3.0 14 48.5%
Lazio - Campania 313.2 275.0 38.2 13.9%
Tuscany - Umbria 24.6 23.0 1.5 6.7%
Engineering 12.8 9.8 3.0 30.7%
NETWORKS 356.3 255.7 100.6 39.4%
ACEA (Corporate) (2.1) 0.2 (2.4) n.s.
Total EBITDA 896.3 732.0 164.4 22.5%

2 Adjusted economic data does not include:

« the positive effect of the elimination of the so-called regulatory lag (€ 111.5 million gross of fiscal charges)
+ the negative effect of the re-purchase of part of the bonds issued (€ 32.1 million gross of fiscal charges).

REPORT ON OPERATIONS
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Equity data (€ million) 31.12.2016 31.12.2015 Variation
Net Invested Capital 3,884.9 3,606.1 278.8
Net Debt (2,126.9) (2,010.1 116.9)
Consolidated Shareholders’ Equity (1,757.9) (1,596.1 (161.9)
Net Financial Debt per Operating Segment

(million Euros) 31.12.2016 31.12.2015 Variation Variation %
ENVIRONMENT 173.7 187.7 (14.0) (7.5%)
ENERGY 138.4 287.1 (148.7) (51.8%)
Production 123.6 130.7 (CA)) (5.5%)
Sales 14.8 156.4 141.6) (90.5%)
WATER: 791.5 537.3 254.2 47.3%
Overseas 12.9 2n 151 (705.0%)
Lazio - Campania 7804 5221 258.3 49.5%
Tuscany - Umbria 0.0 0.2 (0.2 (98.0%)
Engineering 1.8) 17.2 (19.0) (110.6%)
NETWORKS 691.3 581.7 109.7 18.9%
ACEA (Corporate) 33241 416.3 (84.2) (20.2%)
Total 2,126.9 2,010.1 116.9 5.8%
Investments per operating segment

(million Euros) 31.12.2016 31.12.2015 Variation Variation %
ENVIRONMENT 34.0 259 8.1 31.1%
ENERGY 55.3 30.6 24.7 80.7%
Production 279 15.2 12.6 82.8%
Sales 27.4 15.3 121 78.7%
WATER: 2304 204.4 25.9 12.7%
Overseas 1.5 04 11 258.4%
Lazio - Campania 2271 2025 24.6 12.2%
Tuscany - Umbria 0.0 0.0 0.0 0.0%
Engineering 1.8 1.5 0.3 13.5%
NETWORKS 197.9 156.2 a1.7 26.7%
ACEA (Corporate) 13.2 1.8 1.4 12.0%
Total 530.7 428.9 101.8 23.8%

ACEA GROUP « 2016 FINANCIAL STATEMENTS



SUMMARY OF OPERATIONS AND INCOME, EQUITY
AND FINANCIAL PERFORMANCE OF THE GROUP

Definition of alternative performance indicators

On 5 October 2015, the ESMA (European Security and Mar-

kets Authority) published its standards (ESMA/2015/1415) 2.

for the criteria for measuring the alternative performance
indicators which have replaced the CESR/05-178b recom-
mendations since 3 July 2016. These standards have been
incorporated into our system in CONSOB communication
no. 0092543 dated 3-12-2015. The content and meaning

of the non-GAAP measures of performance and other al-

ternative performance indicators used in these financial 3.

statements are illustrated below:

1. for the ACEA Group the gross operating profit (or EBIT-
DA) is an operating performance indicator calculated by
adding together the Operating profit and "Amortisation,

depreciation, provisions and impairment charges” as they 4.

are the main non cash items. It must be noted that the
adjusted economic data does not include the positive ef-
fect as a result of the elimination of the so-called regula-

tory lag and the negative effect as a result of the buyback
of a portion of theeiaonds issued;

net financial position is an indicator of the ACEA
Group’s financial structure, obtained by adding togeth-
er Non-current borrowings and financial |iabﬁities net
of Non-current financial assets (loans and receivables
and securities other than equity investments), Current
borrowings and other Current liabilities net of Current
financial assets, Cash and cash equivalents;

net invested capital is the sum of Current assets, Non-cur-
rent assets and Assets and Liabilities held for sale, less
Current liabilities and Non-current liabilities, excluding
items taken into account when calculating the net finan-
cial position;

net working capital is the sum of the current receivables,
inventories, balance net of other current assets and lia-
bilities and current payables, excluding the items consid-
ered in the calculation of the net financial position.

SUMMARY OF RESULTS: ECONOMIC RESULTS PERFORMANCE

Economic data (million Euros) 31.12.2016 31.12.2015 Variation Variation %
Revenue from sales and services 2,708.6 2,800.6 (91.9) (3.3%)
Other revenue and proceeds 123.8 16.7 7.0 6.0%
External costs 1,766.2 2,002.7 (236.5) (11.8%)
Staff costs 199.2 211.2 (12.0) (5.7%)
Net income/(Costs) from commodity risk

management 0.0 0.0 0.0 0.0%
Income/(Costs) from equity investments of a

non-financial nature 29.3 28.5 0.8 3.0%
Gross Operating Profit 896.3 732.0 164.4 22.5%
Amortisation, provisions and depreciation 3704 3455 24.9 7.2%
Operating Profit 525.9 386.5 139.5 36.1%
Financial management (111.6) 91.D (20.5) 22.5%
Equity investment management 1.7 1.0 0.7 68.9%
Result before Tax 416.1 296.4 119.7 40.4%
Income tax 143.5 14.8 28.7 25.0%
Net Result 272.5 181.5 91.0 50.1%
Profit/(loss) attributable to minority interests 10.2 6.6 3.6 55.5%
Net result attributable to the Group 262.3 175.0 87.4 49.9%
Adjusted economic data (million euros) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit (ebitda) 784.8 732.0 52.9 7.2%
Operating result (ebit) 4144 386.5 28.0 7.2%
Before tax result 336.6 296.4 40.2 13.6%
Net result 220.7 181.5 391 21.5%
Net result attributable to the group 210.5 175.0 35.5 20.3%

Amounts in million Euros

Revenue from sales and services amounts to € 2.7 billion

The revenue from sales and services amounts to € 2,708.6 million

at 31 December 2016, a decrease of € 91.9 million (-3.3%) com-

pared to last year. This reasons for this decrease mainly concern:

« revenue from electricity sales, by effect of the lower quan-
tities sold on the free market as a consequence of the op-
timisation of the customer portfolio and taking changes in

REPORT ON OPERATIONS

prices into account (- € 228.7 million). The increase in reve-
nue from energy transport and measurement mitigates this
trend, as a consequence of the pricing dynamics introduced
by the fifth regulatory cycle, in addition to the inclusion of
mM.5 milliongfollowin the changes introduced by AEEG-
S| Resolution 654/2015 (see the paragraph on “Trends of
Operating Segments - Networks Operating Segment”).
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« revenue from gas sales recorded a decrease of € 17.0 mil-
lion due to the lower quantities sold (-19.6 million cubic
metres of gas compared to 31 December 2015), mainly
because of the mild climate and reduction of the portfolio.

The trend of the revenues from the integrated water ser-
vices is the opposite, recording an increase of € 46.6 mil-
lion, mainly because of the pricing updates approved by the
EGA or AEEGSI concerning the second regulatory period,
in fulfilment of AEEGSI Resolution 664/5015. In partic-
ular, the increase is a result of recording the premium, for
€ 23.1 million, recognised to ACEA Ato2 pursuant to art.
32, subsection a) ofgdeliberation 664/2015, calculated on
the basis of the performance levels in the second half of
the year compared to the standards fixed and gross of the
indemnities due to the users. On 7 March 2017, the STO
successfully completed the checks on the calculation of the
indicators on which the premium is based. The premiums
accrued regarding the continuity of the networEs service
are allocated under Other revenue.

Other revenue of € 123.8 million

An increase of € 7.0 million has been recorded, mainly due

to the following effects:

« recording during the year of the revenues (€ 9.6 million)
linked to the effects of the contract signed in March
2006 for the marketing of digital counters. These sales
were within the framework of a wider-ranging commer-
cial contract also involving other companies in the Group;

o the inclusion in 2015 of the insurance rebate (€ 3.2 mil-
lion) paid to Acea Ambiente (formerly ARIA) for the fire
at the Paliano plant in 2013;

e increased wincﬁall gains of € 9.3 million, mainly because
of the auditing of energy items originating from previous
years;

« the total contributions form cancellation accrued on the
TEE in the portfolio reduced by € 2.9 million, as a con-

sequence of the lower purchase of shares compared to

the previous year, partially mitigated by the increased es-
timate of the price of cancellation due to the raising of
prices on the stock exchange.

Costs of materials and overheads of € 1.8 billion

This item shows an overall decrease of € 236.5 million

(-11.8%) compared to 31 December 2015. The variation is

mainly due to:

« the lower costs for the supply of electricity both on the
protected market and on the free market, and also the
reduction of the relevant transport costs (- € 250.4
million overall) as a consequence of the reduction of the
quantities sold. A fall in purchases on the gas market (- €
8.4 million) has been recorded for the same reason;

« the fall in costs for the purchase of the white certificates
by areti (- € 4.8 mi||ion§ due to the fulfilment of the reg-

u?;tory obligation on energy efﬁciency as a consequence
of the lower quantities purchased during the year;

» the improved efficiency of the billing and sales system in
the Energy Segment, which has led to a reduction of €
4.5 million in related costs;

« the increase in other operating costs (+ € 21.8 million)
mainly deriving from the auditing of energy items orig-
inating from previous years, partially hedged by windfall

profits from the same area.

Staff costs reduced by 6%Staff costs

The commitment ofyall of the staff in the Group to the
complex project for modifying the disclosure systems and
corporate processes (Acea2.0) continues: the go live of the
subsidiary Companies followed during the course of 2016
and will end in the spring of 2017. This intense development
work has led to a reduction of about € 12 million compared
to 2015.

The average workforce is 5,048 employees, a variation of
19 units compared to 2015, while the final workforce re-
duced by 11 units, totalling 4,968 employees.

€ million 31.12.2016 31.12.2015 Variation Variation %
Staff costs gross of costs capitalised 307.9 3014 6.5 2.2%
Costs capitalised (108.7) (90.2) (18.4) 20.4%
Staff costs 199.2 211.2 (12.0) (5.7%)

The water companies in the TUC show results in line
with 2015

The income from equity investments of a non-financial
nature represent the consolidated result accordin% to the
equity method included among the components forming

the consolidated Gross Operating Profit of the companies
[;reviously consolidated using the proportional method.

he following is a breakdown of the composition, while the
trends of the single companies are in the comments to the

Water Operating Segment.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
GOP 146.4 1439 2.6 1.8%
Ao, i, provsiors oF @9 @
Total (Costs)/Profit from Equity Investments 0.0 0.1 ((OR)) (158.9%)
Financial management (7.3) (7.9) 0.7 (8.5%)
Taxation (15.3) a7.7) 2.3 (13.3%)
Income from equity investments

of a non-financial nature 29.3 28.5 0.8 3.0%

EBITDA of € 896.3 million (+22.5%) in line with the
rowth recorded in September
he EBITDA increases from € 732.0 million at 31 De-
cember 2015 to € 896.3 million in 2016, an increase of
€ 164.4 million equal to 22.5% (adjusted EBITDA in-
creased by 7.2%). This change is main|Jy due to the pricinﬁ

dynamics in the water sector (+ € 44.2 million), followe

in terms of the significant increase in marginality by the
Energy sector (+ € 22.1 million). Net of the regulatory
income of € 111.5 million, the Networks sector shows a
significant reduction in the EBITDA (- € 10.9 million),
almost totally due to the pricing updates in the fifth regu-
latory cycle. The Parent Company shows a decrease of €

2.4 million in the EBITDA.
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EBIT of € 525.9 million (+36.1%)
The EBIT shows a higher increase compared to the EBIT-

DA, despite the items which most influence the ABIT in-
creasing by € 24.9 million overall.

€ million 31.12.2016 31.12.2015 Variation Variation %
Amortisation and depreciation 254.2 234.0 20.3 8.7%
Provision for impairment of receivables 64.7 59.0 5.6 9.6%
Provision for risks 51.5 52.5 (1.0) (1.9%)
Amortisation, depreciation, 370.4 3455 24.9 7.2%

impairment charges and provisions

The increase in amortisations is mainly linked to the in-
crease in investments in all of the operating segments and
also takes into account, as regards tEe water sector, of the
regulatory dynamics and the pricing updates concerning
the invested capital. As a consequence of the go live of the
Acea2.0 technological platform of the main companies in
the Group, the amortisations increase by € 15.3 million.

The change in the provisions (- € 1 million) is mainly due
to the combined eigect of: i) the release of the provisions
allocated in previous years (€ 11.9 million in total) of a
contributory and legal nature mainly Following the favour-
able outcome of a dispute against several companies in the
Groups; ii) additional allocations aimed at dealing with the
planned reduction in staff through the adoption of volun-
tary redundancy early retirement for Group staff (+ € 7.8
million) and iii) the increase in investments in the water
sector, which has led to the increase in the allocations to
the provision for restoration costs (+ € 2.9 million). The
impairments show an increase on € 5.6 million, given by
the net effect of the reduction in the Energy Operating
Segment (about € 11 million) and the increase oF£15 mil-
lion in the Water Operating Segment. This trend is due, in
addition to a slightly more risky nature, to the release in
2015 of € 6 miﬁion as a result of the Positive conclusion
of the preliminary procedure on pricing for 2012-2015
of AleA Ato5S and the consequent finalisation of the

amount of the price adjustments due to the Company.
Adjusted finance income improves by € 11.6 million

At the end of 2016, the finance income totalled a negative
€ 111.6 million (+ € 20.5 million); this result is influenced
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by the partial pay back of two sets of bonds, which involved
a total cost of% 32.1 million being incurred, inclusive of
the costs concerning the transaction. Net of this transac-
tion, the finance income shows a significant improvement
of € 11.6 million compared to 31 gDecember 2015. The
positive performance is substantially due to the reduction
of the interest on medium-long-term borrowings (- € 8.2
million); in fact, at 31 December 2016, the glo%al average
“all in” cost of the ACEA Group debt amounts to 2.94%
compared to 3.29% in the previous year. The commissions
paid as a consequence of the receivable transfers show a
reduction of € 4 million.

Tax Rate of 34.5%

The estimated fiscal charges amount to € 143.5 million
compared to € 114.8 million in the previous year, showing a
total increase of e 28.7 million. It should be noted that 2015
was affected by the adjustment of deferred taxation as a
consequence of the reduction provided by the Stability Law
for 2016 of the Corporate Income Tax (IRES) rate (from
27.5% to 24%) as of 2017. The impact of this adjustment
amounted to about € 20 million. The tax rate for 2016 is
34.5% (38.7% at 31 December 2015).

Net result of the Group increases by 49.9% in absolute value
The net result attributable to the Group is € 262.3 mil-
lion, and shows an increase of € 87.4 million (+49.9%).
Thanks to the positive trend in finance income, the net
result attributable to the Group, adjusted by the ex-
traordinary items for 2016, is € 210.5 million, an in-

crease of 20.3%.
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SUMMARY OF RESULTS: TRENDS IN FINANCIAL POSITION AND CASH FLOWS

Equity data (million euros) 31.12.2016 31.12.2015 Variation
Non-current assets and liabilities 4,161.4 3,868.6 292.8
Net working capital (276.6) (262.5) (14.1)
Invested capital 3,884.9 3,606.1 278.8
Net debt (2,126.9) (2,010.1) (116.9)
Total shareholders’ equity (1,757.9) (1,596.1) (161.9)
Total funding 3,884.9 3,606.1 278.8

Non-current assets and liabilities increase by 7.8% thanks
to the increase in investments
Compared to 31 December 2015, the non-current as-

sets and liabilities increased by € 292.8 million (+7.8%),
mainly due to the increase in the fixed assets (+ € 313.2
million).

€ million 31.12.2016 31.12.2015 Variation
Tangible/intangible fixed assets 4184.1 3,870.9 313.2
Equity investments 263.5 250.2 13.2
Other non-current assets 296.5 314.3 (17.9)
Staff termination benefits and other defined benefit plans (109.5) (108.6) (0.9)
Provisions for liabilities and charges (199.3) (187.10) 12.2)
Other non-current liabilities (273.7) 271.2) (2.5)
Non-current assets and liabilities 4,161.4 3,868.6 292.8

The change in fixed assets is also due to the investments,
reaching € 530.7 million, and the amortisations and reduc-
tions in value for € 254.2 million.

Investments per operating segment

The table below shows the level of investments made
in 2016 by Operating Segment, compared to those in
2015.

(million Euros) 31.12.2016 31.12.2015 Variation Variation %
ENVIRONMENT 34.0 25.9 8.1 31.1%
ENERGY 55.3 30.6 24.7 80.7%
Production 27.9 15.2 12.6 82.8%
Sales 27.4 15.3 121 78.7%
WATER: 230.4 204.4 25.9 12.7%
Overseas 1.5 04 11 258.4%
Lazio - Campania 2271 202.5 24.6 12.2%
Tuscany - Umbria 0.0 0.0 0.0 0.0%
Engineering 1.8 1.5 0.2 13.5%
NETWORKS 197.9 156.2 41.7 26.7%
ACEA (Corporate) 13.2 1.8 14 12.0%
Total 530.7 428.9 101.8 23.8%

Investments rise by € 101.8 million (+23.8%)

Investments in the Environment Segment increased (+
€ 8.1 million), with specific reference to Acea Ambiente,
mainly for the work for the completion and deployment of
line | of the WTE plant in San Vittore in Lazio, which start-
ed operations in Cgctober 2016.

The Energy Segment showed an increase of € 24.7 mil-
lion, main?y attributable to the investments made by Acea
Produzione for: (i) work for the revamping of the Castel
Madama hydroelectric power station, (iig) reclamation work
in the derivation tunnels of the San Cosimato dam and (iii)
the repowering of the Tor DI Valle Power Station. The in-
vestments concerning sales refer mainly to the Acea2.0

project, the CRM systems and the billing system.

Investments in the Water Segment increased by € 25.9
million overall compared to last year, with specific reference
to ACEA Ato2 for work carried out on the water and drain-
age network, the waste treatment plants and the Acea2.0
programme. The increase in the overseas water segment is
due to the complete consolidation of Agua de San Pedro

(€ 1.5 million).

Investments in the Networks Area increased by € 41.7
million, as a consequence of: (i) the reengineering of
the IT and trade distribution systems, (ii) the harmoni-
sation of the systems supporting the measurement ac-
tivities, (iii) the ACEA2.0 and %\/FN\ programmes and
(iv) the expansion, renewal and enhancement of the
plants managed.
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The Parent Company increased its investments (€ 1.4 mil-
lion), as a consequence of the interventions on the Acea2.0
programme.

The Group investments in Acea2.0 totalled € 47.3 million.

The equity investments increased by € 13.2 million com-
pared to 31 December 2015. The change primarily reflects
the valuation of the companies consolidated using the equi-
ty method in accordance with standard IFRS 11.

The staff termination benefits and other defined benefit
plans at 31 December 2016 are basically in line with 2015
(minimal increase of € 0.9 million), mainly be effect of the

eriod allocation and also the rate used (from 2.03% in

2015 to 1.31% in 2016).

The Provisions for liabilities and charges increased by
6.5%, mainly by effect of the allocation of € 63.3 million,
of which € 22.6 million to cover the voluntary redundancy
and early retirement procedures.

Payment of

Redundancy Reclassifications/

€ million 31.12.2015 Utilisations Provisions Funds Other charges 31.12.2016
Legal 20.2 (2.8) 1.6 (8.0) 0.0 1.0
Tax 2.7 (0.3) 1.9 0.0 0.1 4.4
Regulatory risks 54.2 4.9) 79 0.0 0.0 57.3
Investees 29 (0.8) 0.3 0.0 (0.5) 1.9
Contributory risks 6.5 0.0 0.1 (39 0.0 2.7
Early retirement

and redundancies 3.5 (23.9) 22.6 0.0 0.0 2.1
Post mortem 23.0 0.0 0.0 0.0 0.0 23.0
Grant fees 0.0 0.0 0.0 0.0 0.0 0.0
Insurance franchises 1.2 (0.8) 1.6 0.0 0.0 2.0
Other liabilities and charges 21.5 (14.6) 16.1 0.0 9.4 325
Subtotal Provisions

for Liabilities and Charges 135.8 (48.2) 52.2 (11.9) 9.0 137.0
Provisions for restoration charges 51.3 0.0 1.1 0.0 0.0 62.4
Total Provisions for

Liabilities and Charges 187.1 (48.2) 63.3 (11.9) 9.0 199.3

Thanks to the positive outcome of a dispute against several
companies in the Group, the provision of € 7.4 million al-
located in previous years was released in the third quarter.

The other releases refer mainly to some provisions allo-
cated in previous years in order to cover eventual disputes
of a contributory nature, totalling € 3.9 million. The item
“Reclassifications/Other charges” includes the provisions

recorded as a consequence of the modification may by Law
no. 208/2015 of the discipline of the variation notes regard-
ing VAT Fo||owing the termination due to non-fulfilment of
the contracts for the supply of electricity, gas and water. The
provision has been set-up to hedge the eventual restitution
of VAT to the State in the event of payments by customers
in arrears subsequently to the release of the variation note.

€ million 31.12.2016 31.12.2015 Variation
Current receivables 1,097.4 1,098.7 (1.2)
- due from end users/customers 1,023.6 1,005.1 18.4
- due to Roma Capitale 45.6 63.7 (18.1)
Inventories 31.7 26.6 5.1
Other current assets 207.0 205.9 1.2
Current payables (1,292.6) (1,245.3) (47.3)
- due to Suppliers (1,149.2) (1,092.3) (56.9)
- due to Roma Capitale (139.2) (147.3) 8.0
Other current liabilities (320.1) (348.4) 28.3
Net working capital (276.6) (262.5) 14.1)

Net of regulatory accounting, the net working capital
reduces by € 74 million compared to 2015

The difference in net working capital compared to 31
December 2015 is due to the combined effect of the in-
creased receivables of areti due to the accounting of the
income from the cancellation of the so-called regulatory
lag (€ 111.5 million) and the reduction in receivables from
customers, especially in the Energy Segment, reduced by
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over € 100.0 million. This item is net of the provision for
impairment of receivables, which was - € 344.4 million at
31 December 2016, compared to about € 320 million at
the previous year end.

Receivables totalling € 1,397.4 million were transferred
pro-soluto during the course of 2016, of which € 190.6
million to the Public Administration (these ﬁFures were €

1,515.9 million and € 182.4 million respectively in 2015).
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Roma Capitale: net balance receivable of € 37 million

As regards the relations with Roma Capitale, the net
balance receivable by the Group at 31 December 2016
amounted to a total OZ€ 37.4 million. The change compared
to 2015 is basically due to the accrual in 2016 and receipt of
€ 92 million in receivables, of which € 54 million through

the administrative compensation with debts for dividends

(€ 37 million) and concerning the concession fee (€ 17 million).
The ACEA quota due to Roma Capitale (€ 54 million) was
paid in June 2016. The following table illustrates jointly the
amounts deriving from the relations between Roma Zapi-
tale and the ACEA Group, as regards both receivables and
payables, including items of a financial nature. See the infor-
mation on related party transactions for more details.

Receivables from Roma Capitale 31.12.2016 31.12.2015 Variation
Services billed 57.1 67.1 (9.9
Services to be billed 17 5.1 (3.9
Total Trade Receivables 58.8 72.2 (13.4)
Financial receivables for Public lighting 108.4 70.6 37.8
Total receivables due within one year (A) 167.2 142.8 24.4
Payables to Roma Capitale 31.12.2016 31.12.2015 Variation
Trade payables due within one year (B) (128.0) (114.6) (13.4)
Total (A) + (B) 39.2 28.2 1.0
Other receivables/(payables) of a financial nature 22.6 6.2 28.8
Other Trade Receivables/(Payables) (24.5) (20.7) (3.8)
Total other Receivables/(Payables) (C) 1.9) (26.9) 25.0
Net Balance 374 1.3 36.0

Current payables increase by 4%

The current receivables amounted to € 1,292.6 million and
mainly concern the receivables from suppliers, amountin
to € 1,149.2 million (these amounted to € 1,092.3 million
at 31 December 2015). The increase of 56.9 million com-
pared to 31 December 2015 is mainly due to the increased
volume of investments, a significant part of which is repre-
sented by the development of the technological platform,
partially compensated by the reduction in Acea Energia
following the optimisation of the customer portfolio (in ad-
dition to the trends in commodities prices).

The Other Current Assets and Liabilities increased by
€ 1.2 million and reduced by € 28.3 million respectively
compared to the previous year. The increase is due to the
increase in receivables for the adjustment to fair value of
the derivatives on commodities of Acea Energia. The change
in other current liabilities is mainly due to the reduction in

Shareholders’ equity reaches 1.8 billion Euros

The shareholders’ equity amounted to € 1,757.9 million.
The changes that occurred, amounting to € 161.9 million,
are analytically illustrated in the relevant table and are
mainly due to the accrual of the 2016 profit, the distribu-
tion of dividends of the Parent Company and the change in
the cash ﬂow hedge reserves and those comprising actuarial
profits and losses.

The net financial position increased by € 117 million com-
ared to the end of 2015

?he net financial position of the Group increased over-
all by € 116.9 million, from € 2,010.1 million at the end
of the 2015 financial year to € 2,126.9 million in 2016.
This change is a direct consequence of the increased in-
vestments in 2016, including those of a technological
nature.

payables to Cassa Conguaglio (- € 40.6 million).

€ million 31.12.2016 31.12.2015 Variation Variation %
Non-current financial assets/(liabilities) 2.1 24 (0.3) (11.9%)
Parent Company non-current financial assets/

(liabilities) 25.7 29.1 3.4 (11.8%)
Non-current borrowings and financial liabilities (2,797.1) (2,688.4) (108.7) 4.0%
Net medium/long-term debt (2,769.4) (2,657.0) (112.4) (19.7%)
Cash and cash equivalents and securities 665.5 814.7 149.1) (18.3%)
Short-term bank borrowings (53.0) (58.7) 5.8 (9.8%)
Current financial assets (liabilities) (78.1) 147.7) 69.6 (47.1%)
Parent Company and Associates non-current

financial assets/eiiabilities) 108.0 38.7 69.3 179.3%
Net short-term debt 642.5 646.9 4.5) 104.1%
Total net financial position (2,126.9) (2,010.1) (116.9) 84.4%
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The net medium/long-term debt increased by € 112.3 million
As regards the medium-long-term component, the in-

crease of € 112.4 million refers to non-current financial as-
sets and liabilities, which are broken down as follows:

€ million 31.12.2016 31.12.2015 Variation Variation %
Bonds 2,045.7 1,904.0 141.7 7.4%
Medium/long-term borrowings 751.4 784.4 (33.0) (4.2%)
Total medium/long-term debt 2,797.1 2,688.4 108.7 4.0%

As regards the bonds, it must be pointed out that the Parent
Com any has carried out a partial buy back of Bonds total-
ling € 346.8 million (the buyback involved overall charges
of € 32.1 million). ACEA simultaneously notified the issuing
of new bonds as part of the “€ 1,500,000,000 Euro Me-
dium Term Note” for € 500 million, with a duration of 10
ears and fixed rate. The issuing of these bonds was mainl
aimed at: (i) refinancing the bonds bought back by ACEK
following the purchase bid on 12 October 2016 and obtain-

ing an extension of the average duration of the debt and also

reducing its average cost, considering the current trends in
interest rates, with specific reference to the Euro area.

The medium/long-term borrowings, amounting to € 751.4
million, recorded an overall decrease of € 33.0 million, re-
ferring to the Parent Company (- € 25.1 million) and areti
(- € 19.8 million), partially compensated by the complete
consolidation of Agua De San Pedro (+ € 11.3 million).

The following table illustrates the status of the medium/
long-term and short-term borrowings by term to maturity
and type of interest rate.

Total Due by  Between 31.12.2017 Due after
Bank Loans: Residual Debt 31.12.2017 and 31.12.2022 31.12.2022
fixed rate 286.9 19.8 934 173.6
variable rate 450.9 17.7 260.2 173.0
floating rate to fixed rate 46.9 8.3 38.6 0.0
Total 784.7 45.8 3923 346.6

The fair value of the ACEA hedging derivatives was a neg-
ative € 5.3 million, and has reduced by € 1.7 million com-
pared to 31 December 2015 (it was a negative € 7.0 million).

The short-term component is a positive € 642.4 million
and has reduced by € 4.5 million

The short-term component has reduced by € 4.5 million
compared to the end of 2015, mainly due to the combined
effect of the reduction of cash and cash equivalents (- €
149.1 million), mainly due to the Parent Company, partial-
ly compensated by the reduction in payables to Factors (-
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€ 69.3 million) and the increase in receivables due from
Roma Capitale of € 37.8 million.

It must be noted that at 31 December 2016, the Parent
Company had unused uncommitted lines for € 803 million.
No guarantees were granted in obtaining these lines.

The ACEA rating

[t must be noted that the |ong-term Ratings assigned to
ACEA by the International Ratings Agencies were:

« Fitch “BBB+”;

+ Moody’s “Baa2”
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REFERENCE CONTEXT

PERFORMANCE OF THE EQUITY MARKETS AND
ACEA SHARES

In 2016, the indicators of the main international stock mar-
kets recorded positive gerformance levels in overall terms,
except for the Italian, Spanish and Chinese stock markets,

which lost 10.2%, 2.0% and 12.3% respectively.

The changes recorded by the principal ltalian Stock Mar-
ket indices are shown be?/ow: FTSE ltalia All Share -9.9%,
FTSE MIB -10.2% e FTSE ltalia Mid Cap -8.0%.

ACEA SHARE PERFORMANCE

In 2016, the value of Acea shares highlighted a loss of
18.7%. In detail, Acea share prices stood at 11.55 Euros as
at 30 December 2016 (last trading session in 2016) (cap-
italisation: 2,459.7 million Euros). In the reporting period,
the high of 14.25 Euros was recorded on 21 March and the
low of 9.84 Euros was recorded on 27 June.

During the reporting period, the average daily traded vol-
umes were over 110,000 (essentially in line with those

traded in 2015).
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The following graph shows re-based figures for ACEA’s share price, compared to Stock Market indices.
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% change 31.12.2016
(compared to 31.12.2015)

Acea

FTSE ltalia All Share
FTSE Mib

FTSE ltalia Mid Cap

-18.7%
-9.9%
-10.2%
-8.0%

Over 190 reports/notes were published on ACEA shares in 2016.

ENERGY MARKET

Electricity demand in ltaly in 2016 (310,251 GWh)? re-
duced by 2.1% compared to the previous year. 89% of the
electricity requirement was covered by national (ltalian)
production, and the remaining 11% by imports from abroad
(the balance of imports was -ZO.Z‘Z/compared to 31 De-
cember 2015). Of the same energy requirement, 68% was
satisfied using thermal energy and the remainder usin
renewable energy sources: 1%.4% hydroelectricity, 8.2%
hotovoltaic, 6.3% wind power and 2.1% geothermal.
l?he net national Eroduction (275,649 GWHh) increased
significantly by 1.2% compared to 2015. In detail, electric-
ity groduced from thermal production sources reduced
by 2.5%, as did that produced from photovoltaic sourc-

es (-0.2%) and that from hydroelectric sources (-8.9%),

while Eroduction from other sources increased: geothermal
(+0.7%) and wind power (+18.7%).

With regard to the electricity market performance with a
substantially unchanged electricity offer, the volumes trad-
ed on the éa Ahead Market showed a modest increase
(+0.6%), reacKing 289.7 million MWh. This increase was
sustained on the purchase side by record exports (+64.9%),
mainly concentrated in the last few months of the year.
The volumes traded on the power exchange rose to 202.8
million MWh (+3.9%), which is the highest value record-
ed in the last seven years, excluding the peak in 2013. The
overall increase appears to be supported on the sales side
by non-institutional national operators (+14.4%) and on the
purchase side by both the Single Purchaser (+28.2%) and
exports (+67.5%).

The fall in OTC trade volume on the PCE and nominated
on the DAM reduced to 86.9 million MWh (-6.4%).
Market liquidity reached 70.0%, a level exceeded only once
in the past, again in 2013, gaining 2.2 percentage points.

Liquidity on the DAM*
TWh
350 120.2 133.3 108.7 104.3 100.4 119.1 13141 120.0 82.3 96.1 92.5 86.9 74.5%
300 72.0%
250 69.0% 69.5%
68.0%
°
[TAVA °
200 ° 67.0%
150 o 64.5%
62.8% 62.6%
°
°
100 62.0%
57.9%
50 ° O 59.5%
59.6% ° 59.8%
203.0 196.5 2213 2326 213.0 199.5 180.3 1787 2069 185.8 194.6 202.8
0 57.0%
2005 2006 2007 2008 2009 2010 20m 2012 2013 2014 2015 2016
Quoted @ Liquidity (dx scale) @ = Not Quoted ®

In 2016, the power exchange recorded the lowest electrici-
ty purchase price (PUN) since it was started in April 2014,
recording an average price of 42.78 €/MWh, with a trend
variation of -18.2% due to both the low level of demand and
the similar performance of stock on the main internation-
al energy markets. However, the reduction in the PUN was
limited by the strong rises in the last quarter of the year due

to the shutdown of some French nuclear groups.

The analysis by time ranges shows similar trends, given that
a fall of 10.84 €/MWh (-18.5%) can be observed during
peak hours and of 8.73 €/MWh (-18.0%) in off-peak hours,
reaching the all-time low values of 48.34 and 39.85 €/MWh
respectively. The peak/baseload price ratio of 1.13 remained
in line with the all-time lows of the previous five years.

3 Source: Terna - December 2016, monthly report on the electricity system

4 Source: Energy Market Operator (GME) 2016 Newsletter
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DAM: National Single Price (PUN)*
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The sale prices fell to all-time lows in all zones, oscillating

between 40.37 €/MWh in the South and 47.62 €/MWh in
DAM: Sale Prices*
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Sicily, significantly lower than the previous year (-17/-19%).
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This general downtrend also includes the general fall in the
price of electricity, which in 2016 recorded annual averages
of between 27 €/MWh in Scandinavia and 43 €/MWh in
Italy, the latter being an all-time low since trading began.
The reductions, which were very significant until Septem-
ber, have been attenuated b tKe Secisive increase in the
last quarter of the year, at tKe same time as the criticali-
ties on the French market due to the unavailability of some

4 Source: Energy Market Operator (GME) 2016 Newsletter
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nuclear power stations. The significant increase in French
prices has also led to the widening of the gap with Germany,
with the difference between the two main Central Europe-
an markets reaching an all-time high of 8 €/MWh (FR 37
€/MWh; AT/DE 29 €/MWh).

The contingent recovery in prices only partly influences the
forecasts for 2017, characterised by a progressive reduction
in futures trading during the year.
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As for the volumes of electricity traded on base spot, the
reference market for Scandinavia continued the uptrend

started in 2012 (373 TWh, +5%), a value in line with that

traded on Epex, the reference market for central Europe,

Annual and Monthly Volumes on European
Power Exchange spot markets®

Volume available (TWh)

Area 2016 Var Y-1(%) December 2016
ITALY 204.0 +5% 17.0
FRANCE 110.7 +4% 8.6
GERMANY 234.9 -1M% 19.6
SPAIN 172.0 +0% 15.8
SCANDINAVIA 3729 +5% 35.6
AUSTRIA 8.0 -3% 0.7
SWITZERLAND 238 +4% 1.8

Tariffs for transport services

2016 is the first year in the new regulatory period, the du-
ration of which has been increased %rom four years to eight
years (2016-2023), subdivided into two sub-periods: the
first four using the same methods, the others subject to
additional implementation.

The regulatory dispositions are contained in three Integrat-
ed Texts: the “Integrated Text of dispositions of the Au-
thority for the su ?y of electricity transmission and distri-
bution services (Tﬁl:f))”, Annex A to resolution 654/2015/R/
eel, “The Integrated Text of dispositions of the Author-

4 Source: Energy Market Operator (GME) 2016 Newsletter
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where there are however different trends in Germany,
where there has been a downtrend in volumes traded after

ears oFgrowth (235 TWh, -11%), and France, where growth
Kas continued, albeit at a slower rate (111 TWh, +4%).
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ity for the supply of the electricity measurement service
(TIME)”, Annex B to resolution 654/2015/R/eel, and the
“Integrated Text of dispositions of the Authority for the
economic conditions of the supply of connecting services”
(TIC), Annex C to resolution 654/2015/R/eel, al?published
on 23 December 2015.

For the distribution service, the AEEGSI has confirmed the
decoupling of the tariff applied to the end customer (so-
called obligatory tariff) and the reference tariff for the de-
termination of the restriction on the revenue admissible for
each firm (so-called reference tariff).

5 Source: Terna - December 2016, monthly report on the electricity system
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The main novelties introduced compared to the previous
regulation period (2012-2015) are represented by:
1. Regulatory lag and remuneration of the invested capital;
2. Extension of the regulatory lifetime;
3. Tariff regulation criteria: cot, measurement.
As regards the first point, the AEEGSI has modified the
methods of compensation of the regulatory lag in recognis-
ing new investments, for both Distribution and Measure-
ment (not retroactive).
The founding principle behind the increase in the rate of
remuneration of the invested capital for new investments,
amounting to 1% (for the year t-2) has been replaced by
the introduction of the recognition of the capital base (so-
called RAB) for investments in year t-1 as well, valued on
the basis of pre-forecast data. This data will be used to cal-
culate the provisional reference tariffs published on 12 May
in Resolution no. 233/2016/R/eel and will be subsequently
be replaced by the forecast data for the calculation of the
definitive reference tariffs published by the end of Febru-
ary the following year.

In the year t, the AEEGSI only recognises the remunera-

tion of the invested capital concerning the assets which en-

tered use in the year t-1 and were inc%uded in the accounts
for that year, witKout recognising the relevant amortisation

rates (which are still recognised in the year t-2).

As regards the amortisations recognised in the tariff (refer-

ence year t-2), the new regulation increases the regulatory

lifetime of some assets, such as HV electrical lines (from

40 to 45 years), MV and LV voltage lines and “user sock-

ets” (from 30 to 35 years).

The rate of remuneration of the net invested capital (wacc),

the calculation parameters for which were published in res-

olution 654/2015/R/eel, is 5.6% for the distribution service

for investments made up to 31 December 2015.

As regards the operating costs, the new firm tariffs cov-

ers the specific costs through a coefficient for the modu-

lation of the mean national costs, which is calculated by the

AEEGSI on the basis of the effective costs of the firm and

the scale variables.

According to that defined in resolution 654/2015, in calcu-

lating the firm tariffs for 2016, these costs are increased by

the lump sum connection fees recognised nationally, con-
sidered as capital grants and are no%onger deducted from
the operating costs.

Furthermore, the lump sum connection fees for each firm

are deducted directly from the capital invested by the firm,

being considered the equal of MV/LV assets.

The update of the reference tariff for distribution for years

subsequent to the first year is made individually on the basis

of the equity increases notified by the firms in the frame-
work of the collection of RAB data. The criterion for updat-
ing provides that:

« the part of the tariff hedging the operating costs be up-
dated using the price-cap mechanism (with the goal 01'Pa
1.9% recovery ofproductivity);

« the part hedging the costs concerning the remuneration
of the invested capital be updated through the deflator
of the fixed gross investments, the change in the volume
of service provided, the gross investments that are op-
erational and differentiated by level of voltage and rate
of change connected to the increased remuneration rec-
ognised for incentivised investments;

« the part hedging the amortisations be updated through the
deflator of the %xed ross investments, the change in vol-
ume of service provic%ed, the rate of change connected to
the reduction in the gross invested capital due to disposal,
withdrawal and end ofguseful lifetime and the rate of change
connected to the investments that are now operational.

The AEEGSI has retained the mechanism introduced
during the third regulatory cycle of increasing the remu-
neration of some categories of investments which became
operational up to 2015.

As regards marketing activities, the AEEGSI has intro-
duced a single reference tariff which reflects both the
costs for the management of the network service and the
marketing costs, applying the regime of punctual recogni-
tion of the capital costs for investments made in marketing
as well.

As regards the transmission tariff, the AEEGSI has retained
the binomial tariff (power and consumption) for high volt-
age customers and the cost tariff structure for the trans-
mission service for Terna (CTR), introducing a payment
that is also binomial. The presence of two tariffs confirms
the mechanism of equalisation.

The mechanisms of general equalisation of the distribution

costs and revenue for the current regulatory cycle are as

follows:

» equalisation of the revenues from the distribution service;

« equalisation of the revenues from the supply of electrici-
ty to domestic customers;

« equalisation of the transmission costs;

« equalisation of the value of the difference between effec-
tive losses and standard losses.

The Integrated Text for Measurement (TIME) governs the
tariffs for the measurement services broken down into the
installation and maintenance of devices, collection, valida-
tion and recording of measurements. The payment struc-
ture has been changed from the last regulatory cycle only
as regards the payments for the collection and validation
of measurements, previously divided and now unified into

a single payment.

The %EEC?Sl has introduced a new method of recognising
the capital costs for low voltage electronic meters, for firms
serving more than 100,000 grid points, based on criteria
for determining the investments eﬂ:ectively realised by
the single firms and retaining the criterion of calculating
the measurement service tariffs on the basis of the na-
tional costs for the remote management systems and the
electromechanical devices still being used (residual cost),
also retaining the measurement equalisation for the fifth
regulatory cycle, aimed at adjusting the revenue from the
comparison of the obligatory tariffs billed to end users and
the revenue valorised in the reference tariff. The AEEGSI
published the provisional tariff for measurement on 27 Oc-
tober 2016, in resolution 606/16/R/eel.

The tariffs hedging the measurement service are updated,
as are those for the distribution service, using the price-ca
mechanism for the part hedging the operating costs (wit
the goal of a 1% recovery of proguctivit ) with the deflator,
variation in invested capital and rate of change of the vol-
umes supplied for the part hedging the invested capital and
amortisations. The rate of remuneration of the measure-
ment capital is the same as that for the distribution service.
On 31 May 2016, the AEEGSI emanated consultation doc-
ument 288/2016/R/eel, which then became resolution no.
458/2016 on 4 August 2016, in which the regulation of
the measurement of electricity was rationalised, combinin
the regulation of the measurement of electricity issued anﬁ
sampled and the measurement of the electricity produced
into a single regulation, reviewing the underlying definitions
and responsibilities for the various operations involved in
measurement and also the responsibilities of the measure-
ment service.
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On 26 May 2016, the AEEGSI also emanated consulta-
tion document 267/2016/R/eel, which describes the initial
orientations as regards the methods of defining and rec-
ognising the costs concerning smart metering systems for
low voltage electrical power, considering the functional re-
quirements and the authorising specifications of the sec-
ond generation (2G) smart metering meters and systems, as
defined in resolution 87/2016/R/eel.

These orientations became definitive in consultation
document no. 457/29016 and then in resolution no.
646/2016/R/eel dated 10 November 2016, which illus-
trates the methods for defining and recognising the costs
concerning second generation (€2G) smart metering systems
for measuring low voltage electrical power and the simul-
taneous modifications to the recognition of the measure-
ment service costs required in order to ensure a regulatory
framework that is consistent in overall terms in the transi-
tion to 2G smart metering systems, in the interests of the
end users of the service.

The “Integrated Text of dispositions of the Authority for the
economic conditions of the supply of connecting services”
(TIC), Annex C to resolution 654/2015/R/eel, disciplines
the economic conditions for the supply of the connecting
service and specific services (transfer of network system
requested by the user, cancellations, takeovers, deactiva-
tion, etc.) of the passive utilities, in substantial continuity
compared to the previous regulatory period.

WATER REGULATION FOR 2016

The following is a description in terms of their impact on
2016 of the three resolutions published at the end of De-
cember 2015 in which the AEEGSI definitively introduced
the new regulations for contractual quality wlich entered
into force as of 1 July 2016 (Resolution 655/2015), the
draft Agreement for the regulation of relations between
the authorities awarding an§ managing the Sl (Resolu-
tion 656/2015) and the tarif methods applicable in the
second regulatory period MTI-2 -2016-2019 (Resolution
664/2015).

In Resolution 655/2015/R/idr dated 23 December 2015,
the AEEGSI approved the Integrated Text for the regula-
tion of the contractual quality of the Sll, in other words
each of the single services comprising it (RQSII). The min-
imum levels and objectives of the contractual quality of
the Sll were defined, by identifying indicators consisting of
maximum time thresholds and minimum quality standards
for the services to be provided to users, the same nation-
wide, also determining the methods for recording, commu-
nicating and checking the data from the services supplied
by the service managers. In the event of failure to respect
the specific quality standards for the individual services
supplied to users, the Authority has introduced automatic
indemnities to be paid to users in well-defined times and
methods, while for the general quality standards, referring
to the overall services, a mechanism of fines has been put in
place. Sanctions are also provided for the failure to respect
the standards in the event of repeated breaches of the
standards and in the event of breaches being ascertained
during checks by the Authority.

The Integrated Text (RQSID included 44 standards (30
specific and 14 general) concerning services involved in the
start-up, management and termination of contractual re-
lations, charging, bi||ing, payment and division into instal-
ments, complaints, written requests for information and
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billing rectification, the management of outlets, the quality
of te%ephone services and ob%igations in the event of the
application of art. 156 of Legislative Decree 152/2006.
TlF:-e new quality regulations, introduced in the end of 2015
resolution, came into force on 1 July 2016, except for cer-
tain aspects concerning automatic indemnities (especially
the mechanism for increasing the indemnity for failure to
respect minimum standards over time), the obligations to
notify the Authority and Framework Government Author-
ities (EGA) and the quality obligations for telephone ser-
vices, which are applicable from 1 January 2017. The Res-
olution also provicﬁes for the possibility that the framework
government authorities, also on proposal by the service
manager, make specific claims requesting the application of
higher standards than those in the RQSII, also stating the
date of their entry into force.

In Resolution 656/2015/R/idr, also dated 23 December
2015, the AEEGSI adopted the draft Agreement for the
regulation of relations between the awarding and manag-
ing authorities of the SllI, defining the minimum essential
contents. The resolution was drafted after a consultation
eriod of almost two years (DCCO 171/2014 dated 10
April 2014; DCO 274/2015 dated 4 June 2015; DCO
542/2015 dated 12 November 2015). Retaining the draft
agreement structure submitted in the last consultation, the
resolution governs the following aspects: the general dis-
positions (scope, legal framework, perimeter of activities
awarded and duration of the Agreement), the Scope Plan,
the tools for maintaining the economic-financial Ealance,
termination and takeover, fines and sanctions and other
agreement obligations.
T%e resolution expressly states that the ongoing manage-
ment agreements be made compliant with tﬁe draft agree-
ment and sent to the approval authority in the framework
of the first useful tariﬂPp|anning session, according to the
methods provided for the Water Pricing Method for the
second regulatory period (MTI-2), and in any event within
180 days of the publication of the resolution itself (29 De-
cember 2015).

In Resolution 664/2015/R/idr dated 28 December 2015,
the AEEGSI definitively approved the Water Pricing Meth-
od for the second regulatory period 2016-2019 (gMTI—Z),
defining the applicable rules and the reference parameters
for calculating the single tariff components.

The resolution, adopted after a complex consultation pro-
cess which was especially concentrated during the second
half of 2015 (DCO 406/2015 and DCO 577/2015), re-
tained the general layout odf the Water Pricing Method
for the first regulatory period (MTI), introducing new ele-
ments also aimed at the rationalisation of the management
systems, in the light of the more complex choices to be
made at a decentralised level with regard to the processes
of management aggre ation, consequent to the progres-
sive application of the “%J nlock Italy”cbecree. The azf;roach
to regulatory schemes introduced in Resolution 643/2015
(MTI) is integrated in order to take into account the in-
equalities existing nationwide and the aggregation processes
between service managers. Also, as regards the “ordinary”
approach to schemes, the Authority agded to “derogated”
situations, in any event temporary, concerning exceFtionaI
circumstances of imbalance for which urgent and planned
equalisation measures could be adopted (“specific regula-
tion conditions”) or the cases of a%‘gregations that do not
require eiua“sation measures but that are critical because
of the lack of data and information (we are talking in this
sense about “virtual regulatory schemes”).
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As regards the exclusion of tariff updating, the resolution
providges that, in addition to the ongoing circumstances in
the first regulatory period (failure to adopt the Services
Charter, billing to domestic users of minimum consumption
amounts, failure to deliver the installations to the frame-
work managers, invalid authorisation to manage the service
or pending litigation in this regard), the following are also
excluded: 1) service managers other than the framework
managers, terminated by law, managinF the service in the
absence of legal authorisation in compliance with the laws
in force at the time; 2) management systems without the
implementation tools required to fulfil the quality assurance
obligations for water for consumption; 3) management sys-
tems that do not provide for payments to the Fund for ener-

and environmental services of the tariff components spe-
cifically included for the purpose, including component Ul1.

As regards the main aspects and/or novelties ot the MTI-2

pricing methodology, the following is s;gniﬁcant:

« the duration of the regulatory period is extended to four
years in order to valorise the tariff multiplier and the cost
components recognised, with a biennial update of the val-
ue of the RAB, the operating cost components qualified
as updateable and the eventual modifications concerning
the calculation of the financial and taxation cost compo-
nents. Furthermore, an infra period review of the tariff
preparation system is also possible on reasoned request in
the event of exceptional circumstances such as to preju-
dice the economic-financial balance;

« the price cap mechanism for tariff increases has been re-
tained (to be applied to the fixed and variable parts of the
pricing structure adopted by each management system in
the base year 2015), but a sharing factor has been intro-
duced to Ee applied to the tariff multiplier and connected
to the entity of the expenditure for operating costs rec-
ognised in the base year 2014 (the regulatory schemes
increase from 4 to 6 and the multiplier may range from
5.5% to 9% on the basis of the positioning of the matrix);

« although retaining the principle of the recognition of
standardised financial and taxation costs, the MTI-2
pricing method modifies some of the calculation param-
eters used in consideration of the changing macro-eco-
nomic scenario (a real risk free rate is used, valued on the
basis of the performance of State shares in the Euro zone
with a ten year duration and rating of at least AA, adjust-
ed using the Water Utility Risk |§remium (WRP), set at
1.5%; the valorisation of the ERP parameter at 4% and
the 3 parameter at 0.8% is retained, while the perfor-
mance of the fixed assets for which interest is subject to a
fiscal shield — Kd parameter - is reduced to 2.8%);

« in order to favour the realisation of investments, the
component for the advanced financing of new invest-
ments (FNI) has been retained, providing that the value
of the ) parameter, which quantifies the requirement for
additional sources of financing with regard to the revenue
of the pricing components hedging the cost of the fixed
assets, may be chosen in the framework of a range of val-
ues of 0.4-0.8 (expanded compared to the N\Tl%;

« as regards the operating costs, the resolution retains the
distinction between endogenous and updateable oper-
ating costs, introduces a Rolling Cap type regulation for
the cost of third party water supplies and, should there
be a process of management integration in progress, in
other words significant qualitative improvements to the
services supplied, provides for the possibility of recognis-
ing the related additional costs, after a reasoned recLuest
to the framework government authority which must be in
possession of an agequate data set (not using the presup-
positions for applying the “virtual regulatory scheme”);

« as regards the environmental and resource costs, the
new MTI-2 expands the range of costs to be included in
the ERC component, retaining the inclusion of the lo-
cal costs represented by the water derivation and water
subtension 1Eees and the contributions from the mountain
communities, and provides for the gradual valorisation of
some operating costs for waste treatment, the reduction
of network losses and producing drinkable water;

« as regards the cost oFParrearage, the set-up of the MTI
has been retained (reference to the Unpaid ratio at 24
months, different incidence on the basis of the territorial
location of the service manager, reference base for cal-
culation, claim for the recognition of additional costs) but
the percentages have been increased (2.1% in the North,
3.8% in the Cg,entre and 7.1% in the South);

The new MTI-2 pricing method also includes incentive

mechanisms for the enhancement of both the contractual

and technical quality of the service (reference is made to
the standards in Resolution 655/2015 mentioned above for
the former, while for the latter, the definition of the relevant

Earameters has been deferred to a subsequent measure to

e introduced). A mechanism of rewards/fines has also been
announced, based on a new and specific tariff component

(U12), which is obligatory for all service managers, to be

allocated to a speciﬁgc quality provision set-up at the Fund

for energy and environmental services (Csea), which during
initial implementation rewards the Best Practices and en-
courages the increase of the levels of contractual guality with

respect to the parameters defined in Resolution 655/2015.

Stiﬁ on the theme of quality enhancement, a different

method of recognising rewards at a local level has also been

Erovided, for wﬁich a specific request on the part of the
GA is required, however. In any event, this method is

limited to efficient management systems (mean opex per
inhabitant less than the sector mean) for which the recog-
nition of additional costs is not requested for adjustment to
the quality standards of the RQ%H and on condition that
it is linked to the achievement of the standards considered
as priority by the EGA and which are better than the min-
imum ones established by the AEEGSI at a national level.

As regards the payments applied to the end users, Resolu-

tion 664/2015 defers the possibility of changing the struc-

ture to the framework government authorities, in respect
of the rules established by the Authority (including that of
not changing the tariff revenue for each utility sector by
more than 10%, up or down) and to a subsequent measure
for the definition of the new structure of the collection and
waste treatment payments to be applied to industrial users.

As in the previous regulatory period, the mechanism aimed

at overcoming the possible inertia of the subjects responsi-

ble at a local level for pricing has been retained.

The criteria contained in the MTI-2 are applicable from 1

January 2016 and the framework government authorities

must refer to them and send to the AEEGSI within the

deadline laid down by the Deliberation (30 April 2016) all of
the documentation (Investments Plan, Economic-Financial

Plan, management agreement, supplementary report, res-

olution deeds for pricing and updates of the required data)

for the relevant pricing approval by the Authority.

AEEGSI|I WATER SERVICES ACTIVITIES

Decision 1/2016 — DSID - Definition of the procedures for col-
lecting data for a cognitive survey of the efficiency of the inte-
5 water service and the relevant quality regulations for2014

rate
Fn this decision, the AEEGSI began the second phase of
collecting data on the efficiency ot the Sll and the relevant
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quality regulations for 2014. The 12 sections to be compiled
by the service manager include three files, each composed
of 6 informative sug-ﬁles, concerning the quality of the
service for domestic use, non-domestic use and other uses
(data pursuant to DPCM 29 April 1999).

Once the service manager has él)nished loading the data, the
EGA views the contents, confirms or modifies the data and
then sends them to the AEEGSI. Once the data collection has
been completed, both the EGA and the Service Manager are
asked to annex in the appropriate section the “Declaration of
truthfulness” signed by the Eegal representative certifying the
truthfulness of the data and, where relevant, their compliance
and reconciliation with those declared for pricing purposes,
and with those in the certified financial statements, accounts
books and documentation of the Service Manager.

In exceptional cases where the user, for reasons independent
of same, has not managed to complete the loading of the data
within the required deadline, the AEEGSI, on rechest by the

EGA also on behalf of the service manager, grants “Extra-time”.

Decision 3/2016 — DSID - Definition of the procedures for
collecting data and the type scheme for the supplementary re-
port to the pricing procedure, and also an indication of the cal-
culation parameters, for the purpose of determining the tar-
iffs for the integrated water service for the years 2016, 2017,
2018 and 2019 pursuant to Resolution 664/2015/R/idr

With this measure, the AEEGSI indicates the obligato-
ry forms for the collection of data for the preparation of
tKe 2016 - 2019 tariffs (including the economic-financial
plan and the supp|ementar]2/ report) and the procedure for
sending via extranet to be followed in the event of submit-
ting requests for tariff updates on the part of the service
managers. The decision also establishes the average sector
cost values for the supply of electricity, equal to 0.1674
kWHh, and the sector average of the operating costs of the
Framework Authority incurred in 2013, equal to 1.01 Eu-

ros/resident population served.

Resolution 137/2016/R/com - integration of the accounts
unbundling integrated text (TIUC) with the dispositions
concerning the accounts separation (unbundling? obliga-
tions for the water sector
With this Resolution, the AEEGSI has integrated the cur-
rent unbundling of accounts provided in the TIUC (Ac-
counts unbundling integrated text) for the electricity and
gas sectors with the introduction of accounts unbundling
obligations for the managers of the Sll and relevant com-
munication obligations. The measure, which follows a de-
tailed consultation process (82/2013/R/com, 379/2015/R/
idr and 515/2015/R/idr) and focus group with those involved,
thus completes the regulatory framework for accounts un-
bundling, adopting a new version of the TIUC, which con-
tains the dispositions previously in force for energy services
and the new dispositions for the water sector.
The resolution provides that the accounts unbundling sys-
tem for the water sector is applicable to all the managers
of the Sl managing the service on the basis of an awarﬁing
rocedure in comp%iance with the laws in force. In particu-
E\r, again as regards the water service, an ordinary regime
is provided that is applicable to the managers of the SlI
serving more than 50,000 inhabitants and for multi-ATO
managers and larger entities (as identified by the Frame-
work Authorities) which, although not providing the service
to the end users directly, manage the resources, treatment
and/or waste treatment. The resolution confirms the intro-
duction of the geographical-territorial size as the basis for
the accounts un%undling of the Sll at the ATO level in order
to enable the recording of all the economic and equity data
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for each Sl service, which are required to guarantee its ap-

lication. The new dispositions concerning the accounts un-
Eundling of the Sl wilrbe applicable as of the 2016 financial
year, this financial year being considered as experimental
for the water sector. Therefore, the data recorded during
the initial collection of unbundling data is not expected to
be used for the approval of the 2018 tariffs. The manag-
ers of the SII may prepare the annual accounts for the
2016 and 2017 ﬁnanciaryears separated according to the
simplified regime of accounts unbundling, except for the
multi-ATO managers and the managers that are required
toc|3repare the annual accounts separated according to the
ordinary regime for the electricity and gas sector. Takin%
into account the timeframe necessary for adjusting the |
and management structures, the possibility is provided, for
the 2016 financial year only and for the water sector only,
of using ex-post criteria for the attribution of the accounts
items at an activity level, in derogation of the principle of
source hierarchy provided by the ordinary accounts unbun-
dling regime. On 2 May 2016, the AEEGSI published on
its company website the schemes of the unbundled annual
accounts (CAS) for the first financial year starting after 31
December 2015 (2016 financial year{For activities in the
water sector. The Authority specified that the schemes
are representative of the tables that will be made available
through the electronic collection system to be opened for
companies in the sector after notification.

Resolution 217/2016/R/idr — Start of the procedure for
evaluatinF claims concerning contractual quality and inte-
%ration of the RQSII

his measure integrates the applicative methods of some
dispositions concerning the regulation of the contractual
quality of the SII (RQSII), and especially the rules concern-
ing the obligations regarding the distribution and openin%mc
physical branches. In this regard, the AEEGSI establishes
that the territorially competent EGA, in agreement with the
service manager and consumer associations, may submit a
reasoned request for derogation of the obligations concern-
ing the minimum opening hours of the provincial branches,
it holding firm that if the Authority accepts the request, the
ob|igation to respect the general standards (maximum and
minimum waiting times in the branches) remains.
The measure in question also starts the procedure for the
evaluation of any claims for derogation and exemption, re-
Ferring respectively to the minimum opening hours and the
minimal presence of one provincial branch, attributing the
mandate to deal with the preparatory inquiries to the Di-
rector of the Water Systems Department of the Authority.
The measure also modifies arts. 8.1 and 9.1 of the RQSII,
shifting the time when the supply contract is made available
to the end user for signature from the date of acceptance
of the cost estimate to the date of completion of the works.

Resolution 218/2016/R/idr — Dispositions for supplying
the measurement service of the integrated water service at
a national level

This measure, which basically retains the contents of the
DCO published in February 2016, introduces an initial set
of dispositions concerning the utility measurement, defer-
ring to subsequent measures the discipline of the industri-
al utilities authorised to discharge in public drainage sys-
tems, the matter of water balance and the definition of the
performance levels of the measurement service. The new
dispositions in the integrated text for the regulation of the
measurement service in the framework of the integrated
water service at a national level (TIMSII), annexed to the
resolution, concern in particular:
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« the responsibility for the measurement service, assigned to
the managers of Sl which manage aqueduct activities na-
tionwide and will then also invoice the drainage and waste
treatment payments for the same levels of consumption;

« the obligations for the installation, maintenance and check-
ing of the utility meters (included the respect of the criteria
for conducting the meter reading activities as per the law);

« the obligations for collecting utﬁity measurements (intro-
duction of a minimum number of annual attempts to read
meters, differentiated on the basis of the consumer cate-
gory, minimal time lags between attempts and repeating
the attempt to read meters in the event of utilities with
inaccessible or partially accessible meters);

« the obligation to make available to the end users at least
three methods of self-meter reading (SMS message, tele-

hone call, web chat) active at all times 365 days a year;

o the method of calculating the mean annual consumption
to be used in order to determine the minimum number of
annual meter reading attempts and the method for esti-
mating and reconstructing data;

« the obligations for filing and making available to those in-
volved the measurement data and the obligations of re-
cording and nothc)/ing the Authority.

The reso?ution also includes an integration to the communi-
cation obligation to bill users as of 1January 2017 (thereby
modifying paragraph 4.3 of Resolution 586/2012/R/idr),
establishing that the bill contain the minimum number of
meter reaﬁng attempts annually in addition to the average
annual consumption of the user as defined in the TIMSII.

The timeframe for the application of the new Measurement

discipline is the same as tﬁat in resolution 655/2015 (contrac-

tual quality), in other words 1 July 2016, it holdin% firm that
some dispositions will come into force subsequently, such as
those concerning the general criteria for recordin consump-
tion levels and the availability of web-chat mode (%rom 1 Jan-

uary 2017) and electronic meter reading (from 1July 2017).

However, the possibility is recognised that the framework

government authority may submit reasoned requests

or derogation to the Authority for a maximum of twelve
months should the service managers prove that they are
unable to fulfil the dispositions of the measure.

The AEEGSI accepted the claims submitted by ACEA

Ato2 and ACEA Ato5 for the derogation of the obligation

to open a provincial branch in resolutions 324 and 374.

Resolution 638/2016/R/idr — Start of the procedure for
adopting directives aimed at limiting arrearage in the inte-
Frated water service, for the purpose of eauality of other users
n integration of resolution 87/2013/R/idr and regarding
the measures emanated by the Government in 2016 on the
theme of arrearage and tKe social tariff, the Authority has
decided to begin a specific procedure for the adoption of
the necessary directives to limit arrearage. In the aforemen-
tioned Resolution, the Authority has also started a cognitive
survey on both the procedures currently adopted by service
managers for managing arrearage and for the suspension of
water supplies, in order to identify homo%eneous criteria
applicable nationwide concerning the availability and effec-
tiveness of the means of extra-judicial settlement of disputes
between users and operators of the SII. The survey should be
completed within 180 days of the publication of the measure,
which occurred on 7 November 2016.

Resolution 716/2016/R/idr — Renewal of the procedure,
started by Authority resolution 8/2015/R/idr, for the defi-
nition of the pricing criteria applied to the users of water
services, by force of the recent directives on the social tariff
As regards the dispositions introduced by art. 60 of the
aforementioned Environmental Supplement and subse-

quent DPCM of 13 October 2016 (social tariff of the in-
tegrated water service), the Authority has decided to inte-
grate and renew the procedure in resolution 8/2015/R/idr
with the aim of ensuring access by domestic resident users
under facilitated conditions to the supply of the quantity of
water needed to satisfy their basic needs, defining pricing
criteria by identifying the facilitated annual consumption
range for domestic resident users and providing a water
bonus for domestic resident users under ascertained con-
ditions of economic and social disadvantage. The deadline
for the conclusion of the procedure is 30 Eeptember 2017.

Decision 5/2016 — DSID - Definition of the procedures for
collecting data for a cognitive survey of the e&lciency of the
integrated water service and the relevant quality regulations
for 2015 and the first half of 2016

With this measure, the AEEGSI began the third collection
of data concerning the efficiency and quality of the service
with regard to 2015 and, only for the part concerning qual-
ity, the first half of 2016.

The AEEGSI believes it is necessary to continue the analysis
of tyhe infrastructural status of the gll, monitoring and verify-
ing the efﬁciency of the measurement service and the quality
ofgthe service provided to users (examining in particular the
standards provided by the Service Charter and their respect)
and continuing with the collection of the cognitive elements
for the procedure for the extra-judicial settlement of disputes.
As regards the contractual quality, the AEEGSI has provid-
ed that the managers that have been granted derogations
from the dispositions in the RQSII send to the AEEGSI
the data and information for the whole of 2016. The data
loading procedure is the same as that described in decision
1, to which the possibility (in addition to that of requesting
“Extra time”) of requesting to the AEEGSI the use of the
“Rectification” should the user deem it necessary, but only
in exceptional cases, to rectify some of the data already
sent has been added. “Rectification” may only be request-

ed by the EGA in this case as well.

Administrative Court of Lombardy sentences on the ap-

eals submitted by some Service Managers

On 15 April 2016, the panel of experts identified in Ordi-
nance 4745/2015 by the Council of State, in the framework
of the proceedings pending before it concerning the appeals
against resolution 585/12/R/idr on the transitory (water)
pricing method - MTT, filed the draft reEort prepared in
order to respond to the questions of the arbitration panel.

These questions concerned the following matters:

1) whether the formulas and parameters for calculating the
base interest rate (art. 18.2) and the risk hedging com-
ponent (art. 18.3) were within the limits of reliability and
reasonableness of the technical-scientific sector of the in-
dustrial economy or not, from the viewpoint of their suit-
ability in terms of reflecting the tariff component strictly
limited to the hedging of the cost of the invested capital;

2) whether the parameters applied constitute or otherwise
the duplication of risk factors already considered in other
part of the resolution in question, and whether the coef-
ficients determined on that basis imply or otherwise an
illogical overestimation of the risk factor within the risk
hegging component (art. 18.3).

In response to these questions, the panel of experts af-
ﬁrme(rthat, in overall terms, the methodology contained
in the Resolution (and the individual parameters adopted
in art. 18 of Annex A to the Resolution) is largely based on
the standard methodology of the WACC and, as such, is
certainly reliable, reasonable and consistent with the know-
how of the industrial economy, and is also in line with the
practice of regulation in Italy and abroad.
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Lastly, the panel of experts did not find any duplication of
risk factors already considered in other part of the Resolu-
tion in the Formu?;s and parameters and believes that the
coefficients determined do not imply an illogical overesti-
mate of the risk factor within the risk hedging component.
The final hearing was held on 15 December 2016 and we are
awaiting the publication of the sentence.

Lastly, it must be pointed out that the companies in the
Group have appealed against resolutions 643/2013 and

664 and/or 665 emanated by the AEEGSI in December
2015, and these are still pending.

AEEGSI ELECTRICITY ACTIVITIES
DCO 75/2016/R/eel — Reform of the protection of the

retail price market for electricity and natural gas: tutelage
similar to the free marker for erectricity for domestic end
users and small businesses
The document contains the orientations of the Authority
in relation to the suppression of the protected categories
market, provided by the Draft Law on competition, as of 1
January 2018.
The re?;rms described will be gradual and will begin in 2017,
with the intent of encouraging:
» the evolution of the protected categories market towards a
real and actual ‘universal service’ aimed at ensuring the con-
tinuity of the service for all users provisionally without a free
market supplier (so-called Reform of enhanced protection);
the voluntary exit of final users from the current price pro-
tection system, through a transitory ghase of ‘accompa-
niment’ on the free market (so-called Similar Protection).
Compared to the initial orientations, the AEEGSI intends
to include domestic users in the framework of intervention
(and not only small businesses).
In particular, as regards the Reform of enhanced protection,
the AEEGSI intends to emanate:
» the contractual conditions as regards the discipline of the
security deposit, payment in installations and withdrawal;
» the economic conditions of supply, confirming that the
definition of the payments due wilrbe ex ante, and there-
fore on the basis of quarterly price estimates, but provid-
ing that the calculation on the amounts to be recovered
- deriving from the difference between the estimated
values and final values — be carried out quarterly and not
six-monthly as occurs currently.
As regards tKe introduction of Similar Protection, the Au-
thority has proposed a configuration of the new regime
with the voluntary adhesion ogcustomers and vendors and
also centralised management of access. A third party indi-
vidual (administrator) will therefore be identified with the
duty of identifying the authorised free market suppliers
and managing customer-vendor relations. This tool will in-
terfere as%itt e as possible with the free market dynamics:
the possibility of stipulating a Similar Protection contract will
be allowed only once for the customers included in the re-
formed protected categories market, will have a duration of
one year as of the switc%ing date and will not be renewable.
The ACEA Group responded to this consultation on 11 April
2016, showing a strong opposition to the Similar Protection
system, as the mechanism is completely unsuitable for ac-
companying the final users to the end of price protection
in 2018. As a replacement for this complex and expensive
mechanism, which only has a duration of one year, ACEA
has suggested as the only means capable of orienting cus-
tomers towards the free market the provision of non-in-
centivised economic conditions in the grotected categories
market, together with the adoption of measures capable of
significantly limiting the possibility of customers accessing
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certain services in the Protected categories market.

In resolution 369/2016/R/EEL of7Ju%y 2016, the Author-

ity basically retained the orientations of the DCO, provid-

ing as of 1 January 2017:

« the reform of the protected categories market, the eco-
nomic and contractual conditions of which are to be de-
fined in a subsequent measure;

« the implementation of the Similar Protection service, un-
der more advantageous economic conditions than those
in the reformed protected categories market (suppliers
which intend to participate must offer a once-off Eonus,
expressed in Euros per supply point, discounting the eco-
nomic conditions of enhanced protection). Ac?hesion to
this service is voluntary for both customers and suppli-
ers. A key role is attributed to the consumer associations
which, being accredited as “Facilitators”, may assist cus-
tomers in finalising the Similar Protection contract on-
line, or also doing so for them directly in representation
of them. Furthermore, they will receive a suitable pay-
ment for each Similar Protection contract that is ﬁnarised
with their support.

In the subsequent resolution 541/2016/R/eel of 29 Sep-
tember 2016, it was clarified that the finalisation of a SIM-
ILAR Protection contract will be possible until 30 June
2018 independently of whether the protected categories
market has been superseded according to the Competition
DDL and that the value of the once-off bonus wilrnot be
variable during the period of validity of the Similar Protec-
tion service. Lastly, the possibility has been introduced of
excluding from the mechanism facilitators which operate
without due impartiality, such as to alter the competition,
even if reported by authorised suppliers.

In resolution 633/2016/R/eel ot 4 November 2016, the

Authority has disciplined the reformed protected catego-

ries market (MTR), defining the economic conditions, or

PED (quarterly estimate), PPE and PCV, and the contrac-

tual conditions, stating that as of 1January 2017, the secu-

rity deposit will not be payable in instalments. As regards

SIMILAR Protection, the same resolution has introduced

the PCR payment (quantified as the same value as the PPE

in the SMT) and introduced a series of information obliga-
tions for the managers of the protected categories market.

In resolution 689/ 0‘|6/|'\’/eero1c 24 November 2016, the

Authority completed the regulation concerning the facili-

tators, quantifying the lump-sum payment due to them for

each contract finalised with their assistance. Acea Energia,
in line with the considerations made during the consultation
process, has decided not be part of the SIMILAR Protec-

tion mechanism.

Resolution 87/2016/R/eel — Functional specifications au-
thorising intelligent low voltage meters am'!)performance of
the relevant second generation (2G) smart metering sys-
tems in the electricity sector, according to Legislative De-
cree no. 102 of 4 July 2012

This measure defines the functional specifications and ex-
pected performance levels of the 2G smart metering sys-
tems, in view of the replacement of the meters current-
ly installed on low voltage utilities, which have completed
their regulatory lifetime.

More specifically, the AEEGSI provides that the 2G me-
ters be equipped with two communication channels: the
first — chain 1 - for the transmission of data to the distribu-
tor’s infrastructure, whcih can then use the Power Line Car-
rier (PLC) in band A, RF 169 communication technology
or other TLC technologies, and the second — chain 2 - for
the transmission of data to the customer, which must use
at least the PLC in band C. In fact, the possibility of the

future adoption of an additional technological communica-
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tion solution (optical fibre or wireless) for both channels is
also provided.

The functionalities that the 2G systems must ensure (con-
tinuous meter readings, energy registers and power and
recording of voltage quality indices; management of cer-
tain contractual in%ormation) are then defined, as are the
expected performance levels of the system, with regard to
both the performance of massive remote reading and those
of remote management and reprogramming. T%\ese levels
also take into account the development of the Integrat-
ed IT System (SII), the evolution of the regulation of the
billing and meter reading service, the switching procedures
(also in consideration of the progressive absorption of the
protected categories market), the introduction of new pre-
paid commercial formulas and the prospective participa-
tion on the displacement services market of the customers
connected at low voltage, through suitable demand response
products.

Resolution 100/2016/R/com - Dispositions for the issuing
of the final bill for the termination of the supply of electric-
ity or natural gas

The interventions defined in the resolution are aimed at

customers connected in low voltage who terminate their

supply of electricity for any reason whatever, including
changing vendor, deactivation and closure. The measure in-
troduces two indemnities charged to the distributor:

« the first, to be recognised to the vendor issuing the clos-
ing bill, in the event of the failure to respect the terms for
making the meter reading data available;

« the second, to be recognised to the end user, in the event
of the failure to make the meter reading (effective, auto-
matic reading or estimated data) available in useful time
for the vendor which is to issue the closing bill.

The measure has also led to the start of a monitoring phase

through which the AEEGSI can verify the respect of the

fulfilments required of the distribution companies (the ex-
piry date for the next batch of data has been set at 15 Feb-

ruary 2017).

The same resolution has also provided dispositions con-

cerning the issuin of the closing bill due to termination

of the supply of electricity or natural gas and the moni-
toring of the same supplies. The dispositions will become
applicable for switching (includinﬁ cases of modification of
the commercial counterparty) which are valid as of 1 July
2016 and for closing or deactivation which are valid as of
the first of June 2016. The interventions defined in the res-
olution, which follows the documentation for consultation
405/2016/R/com, will include in the scope of application
all of the customers connected in low voltage, excluding
the supplies destined to be used or public lighting - for the
electricity sector - and all customers with consumption of
less than 200,000 Sm3/year - for the natural gas sector

- be they served under protected regimes or by the free

market. 1Yhe Authority has specifically provided:

« that the closing bill be issued no later than 8 days before
the expiry of tﬁe 6 week term from the date of termina-
tion of the service or 2 days before the expiry of the 6
week term in the event of correspondence through the
electronic bill;

« automatic indemnities charged to the distributor and ven-
dor; specifically, the indemnity charged to the vendor has
been established as € 4 if the closing bill has been issued
with a delay of up to 10 calendar days subsequent to the
deadline in which the vendor is bound to issue the bill. This
amount will subsequently be increased by € 2 for every 10
days additional delay, up to a maximum of € 22 for delays
of 90 calendar days or more. Resolution 253/2016/%/
com of 19 May 2016 provides for a transitory phase until

31 December 2016 during which the indemnities for the
closing bills issued by the end of 2016 can be paid within
8 months. The distributor shall be bound to recognise an
automatic indemnity - to the vendor issuing the closing
bill - in the event of the failure to respect the terms for
making available the data for all cases of termination of
the service (according to resolution 253/2016/R/com,
the indemnities concerning the failure to respect the obli-
gations to notify the outcome of smart meter reading will
come into force on 1 January 2017);

e the methods for communicating the smart meter readin
by the end user to the vendor, and also the methods o%
transmitting the data to the distributor, in the event of a
change of vendor or cancellation, as regards the delivery
points without smart meters for the natural gas sector and
the hourly withdrawal points for the electricity sector;

e thestartofa monitoring system of the times Rc/)r the issu-
ing of the closing bill by tKe vendors (si-monthly collec-
tion) as of the data for 2015.

Decision 10/2016 approves and publishes the operatin

instructions for the fulfilment of tﬂe dispositions provideﬁ

by art. 12 of resolution 100/2016/R/com concerning the
monitoring of closing bills for the first half of 2016. The data
must be communicated by the vendors by 30 November

2016. Acea Energia has respected this deadline, providing

the set of information requested.

Resolution 179/2016/R/eel — Calculation of the contribu-
tion and reward for the implementation of devices for mea-
suring voltage qualit

This measure ijenthzes the rewards recognised to the dis-
tribution companies for the implementation of devices for
measuring the quality of the voltage supplied, according to
article 71 of the Tng 2012-2015. The Eart of the cost rec-

ognised to areti, with regard to the number of MV semi-bar-

riers as at 31 December 2014, amounts to € 195,306.

Decision 8/2016 - Transitory mechanism for adjusting the
operating costs: Method of calculation of the significant op-
erating costs in paragraph 34.2 of the TIV
With this decision, the AEEGSI has identified the cost
items to be included in the transitory mechanism for ad-
justing the operating costs for arrearage in 2014 and 2015.
he mechanism is valid for the enhanced protection man-
agers serving more than 10 million customers.
In resolution 659/2015/R/eel, the Authority had imple-
mented this mechanism in order to take into account the
effective dimension (then included in the RCV compo-
nent from 2016 onwards), in other words the presence or
otherwise of scale economies deriving from the different
dimensions of the operators. In the same resolution, the
AEEGSI deferred to a subsequent decision the identifi-
cation of the operating costs, taken from the unbundled
annual accounts, required to participate in the mechanism,
for which the request must be submitted to CSEA by 15
October 2016.

Resolution 209/2016/E/com — Adoption of the integrated
text concerning the procedures for extra-judicial settlement
of disputes between customers or end users and operators
or managers in the sectors regulated by the Authority for
the electricity and gas sector and water network — Settle-
ment Integrated Text (TICO)

With this resolution, the TICO (Settlement Integrated Text)
was approved, which established the obligatory nature of
attempting settlement as a condition for proceeding with
lawsuits, in force as of 1 January 2017. Specifically, the doc-
ument defined the procedures and operating methods for
the obligatory settlement attempt through the Settlement
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Board, which was set-up by the Authority for the on-line
completion of procedures for the voluntary extra-judicial
settlement of disputes of a conciliatory nature. These pro-
cedures, disciplined by resolution 260/2012/E/com, wiﬁ no
longer be active as of January 2017, except for their transi-
tory application to pendin& settlement procedures. Similarly,
as of January 2017, the effects of the list of operators which
voluntarily adhered to the settlement procedures will cease.
Consequently, the choice between the Settlement board
and second level appeals before the consumer authority has
now been repealed. As an alternative to settlement through
the Authority, it will be possible to make the obligatory at-
tempt at settlement through the Chamber of Commerce
mediation/settlement procedures and the procedures of
the entities in the ADR list (set-up by the Authority in res-
olution 620/2015/E/com), which wi?/l include equable set-
tlement entities.

In resolution 383/2016/E/com, the Authority simulta-
neously adopted the Regulation by which it changes the
availment of the Sole Purchaser (AU) for the efficient
management of appeals, and the settlement proce-
dures, so that as of 1 January 2017, the AU may, among
other things, ensure the operating status of the Settle-
ment Service and deal with spech‘gc disputes concerning
pre-defined cases in derogation of the principle of exclu-
sive recourse to the Settlement Board (so-called special
settlement procedures).

The new discipline of the Settlement Board, which came into
force with the TICO, involves end users powered by medi-
um and low voltage, domestic and other, and also includes
the prosumers as regards disputes with the operators and the
GS£(For specific withdrawal and on the spot exchange).

In addition to pointing out that the settlement procedure
cannot be used for disputes for which a settlement attempt
is pending or has alreacI;/ been carried out, the resolution also
defines the timeframes within which the first meeting must
be held and the terms for the submission of the request.

As an alternative to the procedure before the Settlement
Board, the obligatory settlement attempt can also be car-
ried out through other procedures for the extra-judicial
settlement of disputes, such as Chamber of Commerce
procedures and those before the entities in the ADR con-
sumer list, and the procedures carried out by mediation
entities registered in the Ministerial register in Legislative

Decree 28/10.
Resolution 233/2016/R/eel - Calculation of the provisional

reference tariffs for the electricity distribution service for 2016
This resolution makes known the provisional reference tar-
iffs for 2016 for distribution companies, including the esti-
mated value of the capital costs incurred in 2015.
Contrarily to the previous four-year period, there is only
one payment for electricit marketing and distribution ac-
tivities. The definitive tarift will be calculated and published
by the end of February 2017.

Report 278/2016/1/com — Annual report on the quality of
the telephone services of the vendors of electricity and gas
-2015

The Authority has published the Annual Report on the
quality of the telephone services of the vendors of electric-
ity and gas, referring to the year 2015. This report, required
as per art. 32 of the TIQV and published by 31 May each
year, is aimed at providing a complete overview of the qual-
ity of the telephone services.

The Annual Report has replaced the six-monthly classifica-
tion of call centers, which was published until 1 January 2015.
The published documents highlights how all of the com-

panies has respected the service obligations (obligations
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concerning minimum opening hours, the toll free nature of
calls from fixed networks in the event of call centers with
IVR, the possibility of speaking with an operator from the
second level of the IVR) and ﬁow all the companies have
broadly respected the general standards.

As regards Acea Energia, all 3 of the general standards
have been satisfied: service accessibility indicator (AS) of
100 (standard 2 95%), mean waiting time (TMA) of 161.17
(standard £ 200 seconds) and level of service (LS) of 86.33
(standard 2 80%). A rate of calls per customer served (and
with active contracts) of 3.25% was recorded, above the
national average of 1.25%.

Resolution 327/2016/R/eel — Extension of the deadline for
the fulfilment of the obligation of separating the commu-
nication policies and brand for the sa{: of electricity to the
end users

With this measure, the Authority deferred until 1 Januar}/
2017 the deadline within which to carry out “debranding”,
in other words the separation of the brand and the com-
munication policies ofPthe electricity companies operating
on the free market and the protected categories market.
The previous deadline of 30 June 2016, defined in reso-
lution 296/2015/R/com, remains unchanged for the deb-
randing of the distribution companies from the vendors
belonging to the same corporate group. The extension was
disposed in order to await the publication of the competi-
tion DDL, in which methods of overcoming the protected
categories market may be provided (such as the award-
ing of the service through joint procedures, for example),
which would make the deéranding measures as drawn up
by the Authority, the respect of the need to protect the
end users and the goal of encouraging competition no
longer justifiable.

As of T January 2017, Acea Energia has fulfilled that pro-
vided by resolution 296/2015/R/com as regards “debrand-
ing”, adopting a new brand name for the customers of the
Protected categories market: “Servizio Elettrico Roma”.

Resolution 333/2016/R/eel — Valorisation of the effective
imbalance for the years 2012, 2013 and 2014 after sentenc-
es by the Administrative Court of Lombardy 1648/2014
and State Council 1532/2015 and the new State Council
sentence 2457/2016

In this resolution, the Authority retained the orientations
expressed in DCO 623/2015}/R/ee|, simultaneously ex-
cluding, as suggested by the ACEA Group, the period Oc-
tober 2014 - February 2015, and gave mandate to Terna
to make the adjustments to the im%alance payments by 1
November 2016 for users of the displacement service who
selected the “Standard Discipline”.

Also, with DCO 316/2016/R/eel (expiring on 18 July
2016), a consultation process was started for the definition
of a transitory modification to the regulations on imbalance
to be adopted as of January 2017, while awaiting the or-
ganic reform that will be started as of 2019. Acea Ener-
gia has submitted its observations as part of the responses
sent through the representative associations of the sector,
expressing the need for the transitog/ solution to be ad-
opted through suitable means of gradual implementation,
in consideration of the fact that the imbalance thresholds
proposed (+2.5% for positive unbalancing and -2.5% for
negative unbalancing) would appear to be extremely chal-
lenging, given that they are very close to the physiological
imbalance values of an efficient operator. From the same
viewpoint, it has been suggested that this tolerance thresh-
old be increased, from a range fo 5% to a range of 10%.

In resolution 444/2016/R/eel of 28 July 2016, the Au-

thority introduced a new regime for the valorisation of ef-
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fective imbalances in the displacement service. This regime,

which will be started gradually as of 1 August 2016, modifies

Annex A to resolution 111/06 and is aimed at encouraging

the correct planning of the quantity of electricity outgoing

and incoming, also enabling the Authority itself to exercise
more contro% over eventua% possible breaches (opportunis-
tic imbalances) of this obligation.

The resolution specifically provides:

« that the tolerance range for imbalances between forecast
and effective be +/- 15% from August 2016 and +/- 7.5%
from January 2017, with application of the dual price ex-
tra range; this is valid for consumer units and unautho-
rised production units other than those powered by re-
newable sources;

» that monthly checks on an overall basis be provided to be
carried out by Terna, with notification to the Authority
of any “improper” behaviour, so that inspections can be
undertaken with eventual sanctions/commitments in the
event of breaches;

« that the checks will only concern the consumer units
where the imbalance exceeds the threshold of 30% (in
force from November 2017 for the adjustment for the
first half of 2017).

The authority subsequently published DCO 684/2016/R/

eel (expiring on 15 December 2016), in which it illustrates

additional interventions in the framework of the transito-
ry regime introduced by resolution 444/2016/R/eel. The
proposals described in the DCO are partially retained in
resolution 800/2016/R/eel (published on 28 December

2016). Specifically, the resolution provides:

« for the application of the standard range of 15% per con-
sumer unit and unauthorised production unit until April
2017, planned without the expansion of the mixed sin-
gle-dual pricing sz/)stem for non-significant FRNP (un-
scheduled renewable sources) production units;

« subordinately to the effective entry into force and imple-
mentation of the method of determining the aggregate
zonal imbalance based on effective measurements, from
May 2017, the standard range will be raised to 30% for
the consumer units, while the unauthorised production
units for which the mixed single-dual pricing system is ap-
plicable will be exempt alto%ether. The 30 May 2017 date
is subordinate to Terna’s ability to develop a methodology
for preliminarily determining the aggregate zonal imbal-
ance which will enable the publication of an estimate of
the imbalance at least on the day subsequent to that of
delivery and within the timeframes provided by the Eu-
ropean regulations on transparency (preliminary data on
the imbalance volumes within 30 minutes of the delivery
f?eriod). In this regard, the resolution gives mandate to

erna to update its Network Code in order to Eive the
aforementioned preliminary determination, sending the
proposal to the Authority by 31 March 2017, after con-
sulting the operators;

« the confirmation of the non-applicability of the mixed
single-dual pricing system to the displacement points for
FRNP PI’OCE_ICtiOI’\ units.

Lastly, as regards the discipline of the determination of the

effective imbalances to be adopted in the regime, accord-

ing to that described in DCO 684/2016/R/eel, resolution
880/2016/R/ee| begins the activities required for the defi-
nition of a valorisation of the effective imbalances which
reflects the value of energy in real time in terms of its ter-
ritorial and temporal dimensions and range of goods. For
this purpose, the Authority expects to start monitoring the
nodal prices in order to evaluate the outcomes of the MSD.

Considering the significance of the measures adopted, the

resolution is subject to consultation, with the deadline for

submitting observations on 31 January 2017.

Resolution 383/2016/E/com — Regulation for the imple-
mentation by the company Acquirente Unico S.p.A. of the
availment activities of which in article 7, paragraph 6 and
article 44, paragraph 4 of Legislative Decree 93/11

With this measure, the Authority adopts the Regulation in
which the availment of the Sole gurchaser (AU) for the ef-
ficient management of claims, and settlement procedures,
is modified, thereby implementing the reform of the cur-
rent system of mana§ing second stage claim requests (so-
called second stage of settlement).

Resolution 410/2016/C/eel — Request for revocation of the
Administrative Court of Lombardy, Sec. Il, monocratic de-
cree no. 911 of 19 July 2016, suspending the effects of the
resolution
With resolution 354/2016/R/eel of 28 June 2016, the Au-
thority updated the economic conditions of the service for
sales under enhanced protection for the third quarter of
2016 (July-September). By decree of 19 July, the President
of the A!ministrative Court of Lombardy suspended as a
cautionary measure the effects of this resolution following
the appeal by Codacons, filed following the disruptions that
had concerned the Displacement Services Market (MSD)
during the preceding months and had led to significant in-
creases in the displacement costs incurred by Terna in order
to maintain the equilibrium of the electricity network. In the
opinion of the Ajministrative Judge, the increase in prices
in the quarter July-September 2016 appeared to have been
incorrectly related to the conduct of many of the users of
the displacement service on the electricity retail market and
iFotentially considered as market abuse.

he AEEGSI decided to submit a request for the revoca-
tion of the aforementioned monocratic decree; this was
subsequently rejected by the President of the Administra-
tive Court of Lombardy.
On 16 September 2016, in ordinance no. 1185, the Ad-
ministrative Court of Lombardy, combining the need to
protect the end users and the interests of the protected
categories market managers, decided to revoke the suspen-
sion of resolution 354/2016/R/eel, ordering the Authority
to put in place within 40 days a mechanism of automatic
reimbursement of the price rises in favour of its customers,
which will be adopted only in the event of the appeal against
the relevant decision being upheld; the first hearing is ex-
Eected to be held on 16 FeEruary 2017. The outcome of this

earing is not yet known.

Resolution 413/2016/R/com — Modifications to the regula-

tion of the commercial quality of the electricity and natural

as distribution service

he resolution is part of a wider-ranging measure imple-
mented by the AEEGSI with the aim o% rationalising the
system of customer protection on the matter of processing
claims and the extra-judicial settlement of disputes, intro-
ducing some modifications to the TIQE concerning the fol-
lowing aspects:

« the discipline concerning the times for making available
the technical data requested by the vendors: the possibil-
ity is expanded of vendors requesting the MO1and M02S
(simpleg)even in the event of telephone claims (with the
introduction of a general standard for the distributors)
and also during equable settlement. In this regard, a pro-
cedure for refucing the timeframes for dealing with the
reciuests in C\uestion is provided as of 1 January 2017 and
will be completed in 2019;

» the base value of the automatic indemnity due to the
vendor in the event of failing to respect the specific stan-
dards for making available the technical data is increased

from 20 to 30 Euros;
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+ the maximum timeframe for the payment of the in-
demnity of which in the preceding point is reduced to 6
months from the request date.

As regards the method of requesting the technical data

from the distributors, resolution 795/2016/R/eel has been

published, disciplining, within the framework of the dis-
tributor making available the technical data requested by
the vendor, the circumstances classed in the category of

“other complex technical data” of which in article 5, para-

graph 91.4 of the TIQE and article 51, paragraph 51.4 of

the RQDG. Decision 18/16 subsequently updated the

lans identified in the regulation for the communication
standards for both the electricity and gas sectors, in order
to acknowledge the dispositions approved in resolution
413/2016/R/com and resolution 795/2016/R/com, and
also the dispositions approved in decision 16/2016, with
specific regard to the meter reading data exchanged in the
electrical sector.

Resolution 458/2016/R/eel - Regulation of electricity me-
ter reading. Approval of the Integrated Text of dispositions
for the regulation of electricity meter reading (TIME)
The AEEGSI has rationalised in a single measure, which
will be effective from 1January 2017, the regulation of the
activities comprising the measurement of the electricity
outgoing, incoming and produced, reviewing the definitions
and responsibilities for the various operations.
The structure of the responsibilities involved in managing
the service has been partly modified, awarding to Terna
the management of the interconnection data between the
national grid and the distribution networks. The latter will
send the electricity measurements from the national grid
to the distributors, no later than the third working day of
the month following that to which they refer.

As regards the recording of data at the connection mea-

surement points, it is established that:

« for the points processed in ranges, the entity responsible
for data management must take monthly readings;

» for the hourly points, the same entity responsible is
bound to attempt to take readings every 4 months at the
Eoints where the available power is not in excess of 16.5

W, and every month for those where the available power
is in excess of 16.5 kW.

Lastly, the text contains a specific section on the automatic
indemnities, also introducing a new indemnity charged to
the distributor to be paid, with regard to each hourly with-
drawal point, in the event of delayed making available/failure
to make available to the transport users tﬁe energy meter
readings within the timeframes provided in the regulation.

Resolution 460/2016/R/eel — Modifications and integra-
tions to the discipline of the Network Code for the trans-
port of electricity, concerning the billing of the service
among distribution companies and users

With this resolution, the Authority has defined the billing
standards in Annex C (“Billing and payments”) to resolu-
tion 268/2015/R/eel on the l\?etwork code for electricity.
Specifically, the resolution establishes that the implemen-
tation of the new standardised transport bills is expected
from 1 April 2017. This is not the case for bills concerning
commercial quality and additional services and payments
(indemnities for example), which will be standardised at a
later date.

On the same matter, the Authority has also published de-
cision 13/2016 — DMEG, in which it approves the operating

instructions, xml scheme and xls traces of the transport bills.

Resolution 463/2016/R/com and subsequent amendments
and integrations. — Disposition for period billing, indemni-
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ties charged to vendors and distributors and additional obli-

%ations for these companies; concerning meter readings
he resolution approves the new Integrated Text on billing

sales services (TFI?) and introduces new obligations for the
distributors regarding meter reading.
As of 1 January 2017 and valid until 31 December 2017, in
all cases in which the distributor, with regard to customers
dealt with in ranges according to the TIS, records and sends
to the transport user exclusively the estimated reading data
for 3 consecutive months, they will be bound to pay an au-
tomatic indemnity of 10 Euros. As of 2018, the period in-
volved will be reduced to 2 consecutive months.

The indemnity is aimed at remunerating those who receive

period bills based on estimated consumption.

Additional interventions in meter reading, also valid as of 1

January 2017, concern:

« the introduction of a procedure for the validation of re-
mote meter readings transmitted by the vendors, includ-
ing those from customer claims of telephone complaints.
This procedure provides that the notification of the out-
come of the validation must be sent to the vendor within 3
working days of the receipt of the meter reading and that
it must be considered equivalent to an effective reading;

« the obligation for the distributors to record the reasons
for the fgailure of the reading attempts, in the event of the
termination of supplies, and the number, date and time of
each reading.

A procedure is also implemented for the definition of the

contractual conditions (non-economical) of the standard

offer, to be finalised by the end of June 2017.
Resolution 545/2016/R/eel - Extension of the terms for

sending the working plans concerning the resilience of the
electrical grid to the Authority

The deadline by which the distributor companies must send
the working plan for the adoption of regulatory measures
aimed at increasing the resilience of the electrical grid has
been extended to 31 March 2017. This plan must contain
cost and benefit elements, in the light of the effects of se-
vere and persistent weather phenomena that have occurred
in the last 15 years, in addition to a technical overview.

Resolution 548/2016/R/eel - Dispositions concerning
additional revenue to hedge the cost of staff discounts for
companies in the electricity sector, in implementation of
Decree Law 91/2014, as converted into Law 116/2014

The resolution approves the amounts of the additional rev-
enue to hedge tEe cost of staff discounts for companies in
the electricity sector of which in article 37 of the TIT 2012-
2015, taking into account the dispositions in article 27 of
Decree Law 91/14.

The share recognised to areti, with regard to the first half of
2014, amounted to € 242,600 (the mechanism was abol-
ished as of 1 July 2014).

Resolution 606/2016/R/eel - Calculation of the provision-
al reference tariffs for electricity meter reading for 2016
The resolution provides for the provisional calculation of
the reference tariffs for electricity meter reading of which
in paragraph 15.2 of the TIME for 2016 for the companies
serving in excess of 100,000 points annually.

The definitive tariff will be calculated and published by the
end of February 2017.

Resolution 646/2016/R/eel — Second generation (2G)
smart metering systems: recognition of the costs for low
voltage electricity meter readinﬁ and dispositions concern-
ing their implementation. Modihications to the TIME

The measure establishes, for distribution companies serving
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more than 100,000 withdrawal points, the criteria for the

recognition of the capital costs 1Por the 2G smart metering

systems which respect the functional requirements and
erformance levels defined in resolution 87/2016/R/eel.

Eor the initial phase of the new regulatory framework, the

AEEGSI has defined two regimes for the recognition of the

costs of meter reading:

« specific regime, for companies starting the plan for im-
plementing a 2G smart metering system by the end of
2017 (this plan does not involve areti and must be ap-
proved by tﬁe Authority);

« transitory regime for companies which conversely have
not yet started the plan for the implementation of a 2G
smart metering system.

The transitory regime, which does involve areti, will be fully

effective as of 2018 and will be based on parameter related

logic. The current dispositions based on the criterion of his-

torical cost adjusted by the application of a maximum unitar
expenditure threshold admissible in the tariff (equal to 105%
of the gross value invested in each meter for investment
made operational in 2015) have been retained for 2017.

Resolution 685/2016/R/eel — Calculation of awards and
fines concerning the quality of the electricity distribution
service for 2015

The measure determines the awards and fines concernin
the recovery of service continuity in the distribution o%
electricity, the regulation encouraging the reduction of the
number of MV users with a number of interruptions in ex-
cess of the standards established by the Authority and the
regulation encouraging the reduction of the number of MV
users with on the spot delivery and incoming power avail-

able of less than or equal to 100 kW for 2015.
The awards/fines balance for areti amounted to € 670,000.
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TREND OF OPERATING SEGMENTS

ECONOMIC RESULTS BY SEGMENT formance in the financial years compared in observance of
IFRS 8 accounting standards. Note that the results of the

The results by segment are shown on the basis of the ap-  “Other” segment include those deriving from ACEA cor-

proach used by the management to monitor Group per- porate activities as well as intersectorial adjustments.

Environment Energy Water
Intra Italian Intra
31 December 2016 segment  Segment Water segment  Segment
Million Euros Generation Sales eliminations total Services Overseas Engineering eliminations Total
Revenue 137 56 1,676 25) 1,707 701 13 38 (30) 721
Costs 80 24 1,578 25) 1,577 363 9 25 (30) 366
Gross operating
profit 57 32 98 0 130 338 4 13 0 355
Depreciation
amfaccumulated
impairment
charges 27 26 74 0 100 18 1 3 0 122
Operating
profit/(loss) 30 6 25 0 30 220 3 9 0 233
Investments 34 28 27 0 55 264 2 2 (€)) 265
Networks Other
31 December 2016 Intra segment Consolidation Consolidated
Million Euros Distribution Public Lighting eliminations Segment Total Corporate adjustments Total
Revenue 571 122 (48) 645 12 (460) 2,862
Costs 218 119 (48) 289 14 (460) 1,966
Gross operating profit 353 3 0 356 (2) 0 896
Depreciation
ancfaccumulated
impairment charges 95 6 0 101 20 0 370
Operating profit/(loss) 258 3) 0 255 (22) 0 526
Investments 219 1 0 220 13 (55) 531
Environment Energy Water
Intra Italian Intra
31 December 2015 segment  Segment Water segment  Segment
Million Euros Generation Sales eliminations total Services Overseas Engineering eliminations Total
Revenue 132 64 1,944 (33) 1.975 652 " 32 (26) 669
Costs 75 30 1,870 (33) 1.867 354 8 22 (26) 358
Gross operating
profit 57 34 74 0 108 298 3 10 0 311
Depreciation
amfaccumulated
impairment
charges 28 24 90 0 14 92 0 2 0 94
Operating 29 10 16 0 © 206 3 1 0 217
profit/(loss)
Investments 26 15 15 0 31 202 0 2 0 204
Networks Other
31 December 2015 Intra segment Consolidation Consolidated
Million Euros Distribution Public Lighting eliminations Segment Total Corporate adjustments Total
Revenue 468 105 (38) 536 13 (479) 2,946
Costs 220 98 (38) 280 13 479) 2,214
Gross operating profit 248 7 0 256 0 0 732
Depreciation
n(faccumulated
impairment charges 90 0 0 90 20 0 345
Operating profit/(loss) 158 10 0 165 (20) 0 386
Investments 154 2 0 156 12 0 429

The revenues in the Water Segment include the condensed  consolidated using the equity method.
result of equity investments (of a non-financial nature)
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ENVIRONMENT OPERATING SEGMENT

Operating figures, equity and financial results for the period

Operating figures U.M. 31.12.2016 31.12.2015 Variation Variation %
WTE conferment kTon 398 354 44 12.3
RDF production plant conferment kTon 0 0 0 0
Electrical Energy transferred GWh 286 265 21 7.9%
Waste coming into Orvieto plants kTon 97 94 3 3.2%
Waste Recovered/Disposed of kTon 327 317 10 3.1%
Equity and financial results (€ million) 31.12.2016 31.12.2015 Variation Variation %
Revenue 136.8 132.0 4.7 3.6%
Costs 79.6 74.7 49 6.5%
Gross operating profit (EBITDA) 57.2 57.4 0.0 (0.2%)
Operating profit/(loss) (EBIT) 299 294 0.5 1.7%
Average number of staff 238 216 22 10.4%
Capex 34.0 259 8.1 31.1%
Net debt 173.7 187.7 (14.0) (7.5%)
€ million 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit ENVIRONMENT segment 57.2 57.4 0.0 (0.2%)
Gross operating proit GROUP Adjusted* 784.8 732.0 52.8 7.2%
Percentage weight 7.3% 7.8% (0. pp.

"The Group EBITDA is given net of the effects of the elimination of the so-called regulatory lag

The Segment closed 2016 with an EBITDA of € 57.2 mil-
lion, basically in line with 2015, which had included the in-
surance pay out (€ 3.2 million) recognised to Acea Am-
biente for the fire which broke out at the Paliano plant in
2013. Net of this extraordinarZ item, 2016 registered an
increase of € 3.0 million (+5.5%), thanks to the contribu-
tion of the waste treatment plant in Orvieto, the start-up
of operations of Line 1 at the San Vittore plant and the re-
covery of activities at the composting plant in Aprilia after
the lengthy shutdown.

The average number of staff at 31 December 2016 was
238, an increase of 22 compared to the same period in the
previous year. Aquaser (+ 4 units) and Acea Ambiente (+18
units) are the reason behind the increase; the latter has also
taken on 11 workers from ISA (and therefore already pres-
ent in the Segment) due to the termination of the contract

for the WTE plant in Terni.

Segment investments reached € 34.0 million, an increase
compared to those in 2015. The major investments are es-
sentially due to the works for the revamping of Line 1in San
Vittore, where the first parallel has been carried out for the
transfer of electricity to the network on 1 October 2016,
and also the functional adjustment of the waste treatment
plant located at the comp]Jex in Orvieto.

Net debt in the Segment amounted to € 173.7 million, and
is significantly lower than that at the end of 2015. The re-
duction is mainly attributable to the positive difference in
operating cash flow, which is also influenced by the increase
in income from the companies in the Group.

Significant events in 2016

In the context of the wider ranging plan for the reorgan-

isation of the Environment Operating Segment, decided

in the Group Industrial Plan, with the aim of significantly
boosting the increase of business in the segment, over-
coming the fragmentation and redundancy of the struc-
tures fealing with strategic processes (with specific regard
to trade development), business and staff and enablin
more focus on the activities in the strategic plan, the fol-
lowing strategic operations were decided upon:

« merger by incorporation of ISA into Aquaser: the merg-
er has been effective since 1 November 2016, while the
accounting and taxation effects are backdated to the
start of the financial year; the merger has not had any
impact on the consolidated financial statements. The
merger was preceded by the takeover in July by Aquaser
of 49% of the stake in ISA's.r.|. owned by private Share-
holders for € 680 thousand;

« merger by incorporation of Solemme, Kyklos and SAO
into ACEA AN\ElENTE (formerly ARIA): the merger
has been effective since 29 December 2016, while the
accounting and taxation effects are backdated to the
start of the financial year. The merger was preceded by
the takeover in July 2016 by ACEA of 100% of Kyk-
los, for € 6.7 million. Following the merger, the plants
previously managed by the incorporating and incorpo-
rated companies have become Local Unots, specifical-
ly: Local Unit 1 Terni (UL1), Local Unit 2 Paliano (UL2),
Local Unit 3 San Vittore del Lazio (UL3), Local Unit 4
Orvieto (UL4), Local Unit 5 Monterotondo Marittimo
(ULS), Local Unit 6 Sabaudia (UL6) and Local Unit 7
Aprilia (UL7).
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ence, the conferment of urban and special non-hazardous

Main events concerning the single plants managed by
waste continued, starting the recovery and disposal oper-

ACEA AMBIENTE

+ Terni (UL1): the conferment of the pulper mill guaran-
teed the combustible requirements for the entire year
and the expected performance levels were reached as
regards botfm waste pre-treatment and the production of
electricity. Some interventions were carried out in 2016
for enhancing the plant performance, and these led to
increases in efficiency in terms of containing the operat-
ing costs. The verification procedure implemented by the
G%E has been successfully completed.

Paliano (UL2): the environmental checks have now been
completed according to the provisions of the planniné ap-
proved bz the competent territorial authorities, confirm-
ing the absence of contamination due to the fire in 2013.
Contrarily, however, come of the contamination thresh-
olds have been exceeded in the water supply, plausibly
traceable to the base values present in the gastellaccio
di Paliano area, which is mainly constituted of volcanic
soil. According to the law, the Company has submitted
the check plan to the competent Authorities, which will
need to authorise the beginning of the monitoring phase.
As regards the authorisation for the reconstruction and
operation of the CDR/CSS production plant, and fol-
lowing the Services Conference sitting on 27 September
2016, some aspects of the urban planning authorisations
are currently being checked with Baliano town council. It
is therefore believed possible that the work for the recon-
struction of the plant could be planned during the first
half of 2017.

+ San Vittore del Lazio (UL3): in January 2017, the pro-
cedure for the renewal of the Integrated Environmental
Authorisation of the plant was obtained and the coordi-
nated VIA/AIA claim was also submitted to Lazio Region
for the updating of the IEA authorisation for the p%ant
with operations on three lines, to be used at the max-
imum thermal load levels. The preliminary process is
currently ongoing. Lines 2 and 3 of the plan, which are
currently operatins under normal conditions, ensured
regular operations during the course of 2016, in terms of
both the electricity produced and the CDR started for
energy recovery. As regards line 1, it must be pointed out
that reconstruction was completed during September
2016, with provisional operations starting subsequently,
on 1 October; provisionaroperation has been implement-
ed to check the plant performance levels. The start of
the ordinary operations phase is scheduled for April 2017.
Orvieto (U L4§: in 2016, in compliance with the Integrat-
ed Environmental Authorisation and the contracts signed
with the TAE and the local councils in the area of refer-
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ations within the terms provided therein. As regards the
recovery plant,fPerformance in 2016 was characterised
by the phase of stabilisation of the new treatment and
composting plant with energy recovery section. Regard-
ir:ig the project submitted in 2014 for the morphological
adjustment of the site and the optimisation of the vol-
umes and frontal capping, it should be noted that Umbria
Region interrupted the checking phase, without justifi-
cation: the company has undertaken the necessary legal
action.

Monterotondo Marittimo (ULS): by Tuscany Regional
Decree 3866, since June 2016 the {ntegrated Environ-
mental Authorisation was granted for operating the plant
in its current configuration and for the realisation of the
expansion Plan, consisting of enhancing the current plant
and including an anaerobic digestion section. The invest-
ments made refer mainly to extraordinary maintenance
work and the renewal of the current composting plant in
order to ensure that the plant is compliant with the BAT
(Best Available Technologies) specifications, in fulfilment
of the numerous requirements provided in the prescrip-
tions of the Authorisation. The procedure for identifying
the business entity that will deal with the executive de-
sign and realisation of the new plant layout is currently

ongoing.
SaEaucﬁa (UL6): the plant currently operates on the basis
of a formal extension on the part of Eazio Region, while
awaiting the conclusion of the renewal process, which is
expected to be successfully completed by the end of 2017.
As regards the investments made, these refer mainly to
the works for the refurbishment and resurfacing of the
outdoor areas and buildings and the new electrical and
electromechanical devices, and the return to ordinary
operations following the interruption of conferments in
September 2016 is expected in the first half of 2017.
Aprilia (UL7): following the release on 1 June 2016, the
plant has returned to normal operations involving all the
types of waste authorised, as the accessory interventions
for the return to operations of the entire composting
plant and the relevant machinery (shut down for almost
18 months) have now been completed. The prescriptions
imposed by the competent Authorities for the return to
operations following the release of the plant have affect-
ed the potential of the plant, at least during this initial
phase. In December 2016, the works for the realisation of
the new plant configuration were started, and this will en-
able the expansion of the current treatment capacity of
the plant, arso thanks to a new energy recovery section.
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ENERGY OPERATING SEGMENT

Operating figures and financial results for the period

Operating figures U.M. 31.12.2016 31.12.2015 Variation Variation %
Energy Produced (hydro + thermal) GWh 384 456 72) (15.8%)
Energy Produced (photovoltaic) GWh 1 14 3 21.4%
Electrical Energy sold - Free GWh 5,559 6,468 (909) (14.0%)
Electrical Energy sold - Protected GWh 2,757 2,951 (194) (6.6%)
Electrical Energy - No. Free Market

Customers (P.O.D.) N/000 295 314 (20) (6.3%)
Electrical Energy - No. Protected

Market Customers (P.O.D.) N/000 936 981 (44) (4.5%)
Gas Sold Msm3 107 126 (20) (15.5%)
Gas - No. Free Market Customers N/000 149 144 5 3.6%
Equity and financial results (€ million) 31.12.2016 31.12.2015 Variation Variation %
Revenue 1,707.2 1,974.8 (267.6) (13.5%)
Costs 1,577.3 1,866.9 (289.7) (15.5%)
Gross operating profit (EBITDA) 130.0 107.9 221 20.5%
Operating result (EBIT) 29.8 5.7 35.5 (622.8%)
Average number of staff 554 543 1 2.0%
Capex 55.3 30.6 24.7 80.7%
Net debt 138.4 2871 (148.7) (51.8%)
(€ million) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit ENERGY Segment 130.0 107.9 221 20.5%
Gross operating profit GROUP Adjusted* 784.8 732.0 52.8 7.2%
Percentage weight 16.6% 14.7% 1.9 p.p.

"The Group EBITDA is given net of the effects of the elimination of the so-called regulatory lag

The segment closes 2016 with an EBITDA of € 130.0 mil-
lion, an increase of € 22.1 million compared to 2015.

This positive difference is the result of opposite effects con-
cerning, on one hand, the production companies (- € 2.2
million% and the sales companies on the other (+ € 24.3
million). The following in particular is noteworthy:

o +€15.9 million in %\cea Energia,

« +€7.8 million in ALL (formerly Elga Sud),

e - € 3.4 million in Acea Produzione.

The increase in the EBITDA of Acea Energia is mainly due
to the reduction in costs concerning the%ai”ing and sales
processes and also those deriving from the service con-
tracts with the Parent Company (totalling € 10.4 million
overall). As regards the marginality of the sale of electricity
and gas, a slight reduction (é 1.7 million) has been recorded
compared to 2015. In particular, the margins of the pro-
tected categories market and the free market have reduced
respectively by effect of the reduction in the unitary price
of the mechanism for compensating arrearage and due to
the reduced volumes sold mainly in the B2B segment. The
reduction is mitigated by the excellent performance of the
energy management sector, due to the optimisation of the
commodity purchase portfolio.

The significant increase in ALL is attributable for € 9.6 million
to the revenue linked to the effects produced by the contract
signed in March 2006 for marketin digital meters. This sale
was part of the framework of a wi§er ranging trade agree-
ment which also involved other companies in the Group.
The downtrend of Acea Produzione is mainly attributable
to the reduction in the energy margin as a result of the

rice trend and the reduction in quantities produced by the

ydroelectric sector because of the repowering of the Cas-
tel Madama plant and those at the Tor di Valle site. Equally,
the district heating segment showed a reduction compared
to 2015, also due to the mild winter.

The operating result, which was negative at the end of 2015,
reached approximately € 30 million, increasing more than
proportionally compared to theciaositive trend of the gross
operating profit: amortisations, depreciations and accumu-
lated impairment charges totalled € 99 million (- € 14.6
million compared to 31%ecember 2015). While the amorti-
sations, amounting to € 35.6 million, are substantially in line
with 2015, the depreciations and accumulated impairment
charges reduced significantly: the former, amounting to €
46 million, reduce§ by € 11 million thanks to the efgective
containment of the working capital; impairment charges
reached € 18 million, decreasing Ey approximately € 4 mil-
lion as a result of the inclusion in 2015 of charges to hedge
the accumulated charges for electricity from previous years.

In terms of staff, the average number of employees as at
31 December 2016 was 554, 11 more than the same period
last year, mainly attributable to Acea Energia.

[nvestments in the Segment amounted to € 55.3 million
and increased by € 24.7 million (+ € 12.6 million in Acea
Produzione and + € 11.6 million in Acea Energia respec-
tively) and refer mainly to the plant revamping works at the
hydroelectric station in Castelpl\/\adama and those for the
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static functional refurbishment of the derivation tunnels at
the base of the dam at San Cosimato and also for the exten-
sion of the district heating network in the district of Mezzo-
cammino, to the south or Rome. The increased investments
referring to Acea Energia are mainly concentrated on the
IT systems, with specific reference to the technological in-
frastructures of the Acea2.0 project.

The net debt at the end of 2016 amounted to € 138.4 mil-
lion, a reduction of € 148.7 million compared to 31 De-
cember 2015. This signiﬁcant uptrend is mainly attributable
to the reduction in the working capital of Acea Energia, also
as a consequence of the zeroing of its exposure towards a
water company in the Group.

Operating review

Energy Management

Acea Energia is responsible for performing the "Energy

Management” necessary to Group Operations, particular-

ly with regard to sales and Eroduction. The Company also

liaises with the Energy Market Operators (GME) and with

TERNA. In relation to the latter institutional entity, the

Company is the input Dispatch User for Acea Produzione

and other companies in the ACEA Group. It performed the

following main activities in the period:

« the optimisation and assignment of electricity produced
by the Tor di Valle and Montemartini thermoelectric
pi;nts and by the S. Angelo hydroelectric plant;

» the negotiation of fuel procurement contracts for the
power generating plants;

« the procurement of natural gas and electricity for the
sales company to sell to end customers;

« the optimisation of the supply portfolio for the procure-
ment of electricity and management of the Energy seg-
ment companies’ risk profile.

In 2015, Acea Energia purchased a total 9,347 Gwh of
electricity from the marEet, of which 7,230 Gwh through
bilateral agreements and 2,118 Gwh through the Power Ex-
change, essentially for resale to free market end users and
the residual part for the optimization of the energy flows
and purchases portfolio.

Electricity production

The Acea Produzione production system comprises a series
of power generating plants with a total installed capacity
of 227.4 %/\W, including five hydroelectric plants (three
in Lazio, one in Umbria and one in Abruzzi), two so-called
“mini hydro” plants in Cecchina and Madonna del Rosario,
and two thermoelectric plants - Montemartini and Tor di
Valle. The latter will be fitted with two high performance
cogenerating motors, each with an electrical power of 9.5
MW, for a total of 19 MW, in addition to three integrated
water heaters and 8 storage tanks to provide cogenerated
electricity to all of the electricity utilities of the Igome Sud
Purifier and the thermal energy needed to provide district
heating to the Torrino Sud, Mostacciano and Torrino-Mez-
zocammino districts of Rome.

Once the construction of the plant is completed, expected
to be by the end of October 2017, the old cogeneration
model, constituted by an open-cycle gas turbine cogenera-
tion module with 19 MW electrical power, which has been
operating since the early 80s, will be completely replaced.
Tize photovoltaic plants with an installed power of 8.§N\Wp
must be added to this.

Through its directly owned plants, in 2016 Acea Produz-
ione achieved a production volume of 404.9 GWh. Pro-
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duction is broken down into production from hydroelectric
plants, totalling 381.5 GWh, production from so-called
mini hydro plants, totalling 2.4 GWh, thermoelectric pro-
duction, totalling 10.0 GWh, and photovoltaic production,
totalling 11.0 GWh.

As regards district heating, through the cogeneration mod-
ule at the Tor di Valle station, the Company supplied heat-
ing to the Torrino Sud and Mostacciano districts (located
to the south of Rome) totalling 66.1 GWh, with a total of
2,852 users supplied.

Electricity sales

As for the sales market, the refocusing of Acea Energia's
sales strategy continued in the period with a more caFiI ary
and attentive selection of customers which tends to favour
contracting small (residential and microbusiness) customers.
The management of the Umbria Energy and Cesap Vendita
Gas joint ventures, operating in Umbria, continued. As re-
gards Voghera Energia Vendite, the merger by incorporation
into Acea Energia became effective on 1 Mat 2016, with ac-
counting and taxation effects backdated to 1January 2016.

In 2016, Acea Energia sold electricity on the Protected
Categories market totalling 2,575 Gi;\/h, a reduction of
6.6% compared to 2015. The number of withdrawal points
totalled 958,855 (980,946 as at 31 December 2015).
Sales of electricity on the Free Market amounted to 5,163
GWh for Acea Energia and 395 GWh for the Umbria com-
panies, for a total of 5,559 GWh, a decrease of 14.1% com-
pared to 2015. The reduction primarily concerned the B2B
segment and is a result of the strategy of consolidation and
rowth in the small business and mass market segments.
Eurthermore, 106,586 standard cubic metres (Sm?) of gas
was sold to end users and wholesalers in 2016, correspond-
ing to 148,723 redelivery points; there were 144,18£as at
31 December 2015.

As regards the sales company, the following is of note:

Procedure PS9815 of the AGCM for unrequested acti-
vations: on 21 July 2016, the Authority notified the com-
munication concerning the fulfilment {)y Acea Energia of
the sanctioning measure, deeming that the interventions
and measures proposed by the company in past months
and currently being adopted were substantially adequate.
In the same communication, the AGCM requested Acea
Energia to submit a detailed report on the ogerations of the
new process concerning Draft Contracts. On 28 October
2016, Acea Energia sent to the Authority the report con-
taining an analytical description of the measures adopted in
fulfilment of the prescriptions of the AGCM. The appeal
filed in February 5016 at the Lazio TAR was discussed, and

the sentence is awaited.

Procedure PS9354 of the AGCM for improper trade
practices: on 9 Sefptember 2016, Acea Energia impugned
the procedure before the Administrative Court and sub-
sequently, on 13 Seﬁtember 2016, sent to the AGCM the
report containing the initiatives undertaken in fulfilment
of the prescriptions contained in the sanctioning proce-
dure, specifying that these initiatives do not constitute the
agreement with the procedure. Acea Energia is currently
awaiting the outcome of the evaluations of the AGCM in
relation to the suitability of the measures; however, it paid

off the sanctioning fine in February 2017.
Appeal against resolution 659/2015/r/eel "Updating of

the values of the components concerning the marketing

of electricity from 1 January 2016™: on 26 February 2016,
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an appeal against resolution 659/2015 was filed before the
Administrative Court of Lombardy, contesting the fact
that the Authority had deferred to a subsequent measure
the definition of the equalisation measure to guarantee the
potential risk of the Faﬂure to hedge the fixed costs as a re-
sult of customers leaving the protected categories market.
It was also claimed that the volume effect, in other words
the phenomenon of the progressive decline of the protect-
ed categories market, once ascertained, cannot be limited
to 2016, as it is also recognisable for previous years as well,
given that it is directly linked to the nature of the protect-
ed services market as outlined by the lawmakers, in other
words an essential and residual market, which will inevita-
bly decline in favour of the expansion of the free market.
A hearing for discussing the matter has not yet been set.
In consideration of the recognition, through a specific tariff
(RCVsm) set up in resolution 659/201§/r/eef of the in-
creased fixed costs of smaller operators linked to the im-
possibility of achievin%sca|e economies, the appeal filed by
Acea Energia on 27 February 2015 to obtain the annul-
ment of resolution 670/2014/R/eel is still pending as re-
gards the part in which the Authority deferred the review
of the method of calculating the costs recognised to oper-
ators on the protected categories market to take the size
factor into account.

Approval of the commitment proposal submitted by
Acea Energia S.p.a. and closure of the relevant sanc-
tioning procedure started by resolution 111/2015/S/eel:
in resolution 529/2016/S/eel of 29 September 2016,
the Authority accepted and made oblil:gatory the com-
mitment proEosal submitted by Acea Energia (estimat-
ed by the AEEGSI as about € 200 thousand in cost).
Specifically, it was provided that the additional indemnity
0F€ 15 be paid to customers included within the scope
of commitments 1 and 2 within 6 months of the publi-
cation of the resolution (in other words 6 April 2017),
that Acea Energia make known the effective cost of the
commitments, giving accounting proof in the commen-
tary to the unbundled annual accounts, and that, lastly, it
provide documented proof of the implementation of the

commitments by 5 May 2017.

Extension of the deadline for fulfilment of the obliga-
tion to separate the communications policies and brand
for the sare of electricity to end customers: in resolution
327/2016/R/EEL of 22 June 2016, the Authority deferred
until 1 January 2017 the deadline within which to complete
the "debranding’, in other words the separation of the brand
and the communications policies of electricity companies
operating on both the free market and the protected cat-
egories market. As of 1 January 2017, Acea Energia has
fulfilled that provided in resolution 296/2015/R/com as
regards "debranding”’, adopting a new brand name for the
customers on the Protected Categories Market: "Servizio
Elettrico Roma".

Cogeneration

Ecogena operations focused on two areas: the techni-
cal-economic monitoring of operating plants, and new proj-
ects under construction.

In January 2016, the construction of the new tri-genera-
tion plant for the "Europarco” complex in the EUR district
of Rome was completed and the plant was put into oper-
ation. The energy supplies to the "Cinecitta’ World" plant
at Castel Romano were restored, with the opening of the
2016 season. The electricity supplies are guaranteed con-
tractually for a period of 15 years. Simultaneously, from a
viewpoint of infra-group synergies, the contract with Acea
Produzione for the operating and maintenance of the Ci-
necitta’ World plants became effective. In early 2016, the
contract for supplying the building managed by Engie (for-
merly Cofely) was negotiated, while the "Erovincia"%uilding
was gradua”ﬁ/ put into operation with the grogress of the
transfer of the offices to the new location. On the mainte-
nance side, the O&M service provided by the constructor
has enabled the plants to start operations without any par-
ticular inconveniences and the tests were completed at the
end of the summer season, in line with the forecasts of the
transitive deed addendum 3. In December, the procedure
for selecting the new O&M supplier for 2017 was started in
Decemberﬁastly, the marketing campaign continued with
some significant Acea Energia customers, with the intent
of encouraging energy efficiency from cogeneration sys-
tems proposed by the Company.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



WATER OPERATING SEGMENT

Operating figures and financial results for the period

Operating ﬁgures* U.M. 31.12.2016 31.12.2015 Variation Variation %
Water Volumes Mm3 415 413 2 0.5%
Electrical Energy Consumed GWh 414 408 6 1.5%
Sludge Disposed of kTon 161 172 an (6.4%)
" Values refer to the companies entirely consolidated

Equity and financial results

(€ million) 31.12.2016 31.12.2015 Variation Variation %
Revenue 720.8 668.9 51.9 7.8%
Costs 365.8 358.1 77 2.2%
Gross Operating Profit (EBITDA) 355.0 310.8 44.2 14.2%
Operating result (EBIT) 2329 2171 15.8 7.3%
Average number of staff 2,335 2,301 34 1.5%
Capex 264.3 204.4 59.9 29.3%
Net debt 791.5 537.3 254.2 47.3%
(€ million) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit WATER Segment 355.0 310.8 44.2 14.2%
Gross operating profit GROUP Adjusted* 784.8 732.0 52.9 7.2%
Percentage weight 45.2% 42.5% 2.7 p.p.

"The Group EBITDA is given net of the effects of the elimination of the so-called regulatory lag

As at 31 December 2016, the EBITDA for the Segment was
€ 355.0 million, an increase of € 44.2 million compared
to 2015 (+ 14.2%). The increase is substantially due to the
tariff updates made during the second half ofythe year. In
articuE’:\r, the performance of the Segment was influenced
Ey the increase of € 43.1 million in ACEA Ato2 and the
positive contribution to the EBIBTDA of foreign companies,
amounting to € 1.4 million. The latter result was achieved as
a consequence, on one hand, of the takeover of a controllin
interest, as of October, in Agua de San Pedro (+ € 2.5 mil-
lion) and, on the other, by the deconsolidation of AguaAzul
Bogota (- € 1 million). The performance of the water com-
ranies in Tuscany, Umbria and Campania is substantially in
ine with that at the end of 2015 (+ € 0.8 million).
The revenues for 2016 are valorised on the basis of the tar-
iff calculations made during the second half of the year by
the EGA and/or the AEEGSI; as usual, these include the
estimate of the adjustments concerning the passing costs.
As of the second regulatory period, the tariffs may also in-
clude marketing quality components; under specigc condi-
tions, the Managers may be recognised the Opexqc compo-
nent or alternatively the “contractual quality” award. The
latter is recognised to the Service Manager in the event in

ing (as of 1 July 2016) exceed the thresholds established
beforehand in AEEGSI resolution 655/2015. The reve-
nues of ACEA Ato2 included the amount of € 23.1 million
calculated on the basis of the performance levels in the
second half of the year compared to the fixed standards
and gross of the in!emnities due to the users (€ 1.9 mil-
lion). On 7 March 2017, the STO successfully concluded
the checks concerning the estimation of the indicators on
which the award is based. The table below summarises the
status of the tariff proposals.

The EBITDA achieved in 2016 was also negatively affected
by the trend in staff costs (€ 73.8 million), whicK reduced
by about € 3 million compared to 2015, substantially as a
result of the progressive increase in efficiency of the pro-
cesses due to tec%mological development.

The average number of staff on 31 December 2016 increased
by 34, mainly as a result of the conferment of the Facility
I\Xanagement business unit to ACEA Elabori. The deconsol-
idation of AguaAzul Bogota (-102 staff) is compensated by
the consolidation of Agua de San Pedro (+ 104 staff).

The following are the contributions to the EBITDA of the

which the indicators identified for metering and monitor-  water companies valued at shareholders’ equity:
(€ million) 31.12.2016 31.12.2015 Variation Variation %
Publiacqua 124 1.6 0.8 6.9%
Gruppo Acque 6.9 7.8 (0.9 (11.5%)
Acquedotto del Fiora 3.2 2.3 0.9 39.1%
Umbra Acque 0.0 0.0 0.0 0.0%
Gori 34 39 (0.5) (12.8%)
Nuove Acque and Intesa Aretina 0.5 0.3 0.2 66.7%
Agua Azul 1.1 11 0.0 0.0%
Ingegnerie Toscane 1.8 1.5 0.3 20.0%
Total 29.3 28.5 0.8 2.8%

REPORT ON OPERATIONS
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The operating result was negatively influenced by the in-
crease in amortisations (+ € 12.0 million), consistently with
the trend in investments and the start of operations of the
new functions of the Acea2.0 programme. EFhe impairment
charges reached € 21.2 million and are substantia ly in line
for those in December 2015 (+ € 1.1 million); they include
the release due to excess of the provision of € 7.4 million
allocated in previous years to hedge the risk deriving from a
lawsuit whicE was settled favourably.

Net debt in the Segment amounted to € 791.5 million on
31 December 2016, recording a downtrend of € 254.2 mil-
lion compared to 31 December 2015. This result is mainl
linked to: (i) the € 125 million loan, of which more than g
100 million was used, granted by the Parent Company to
pay off the debts of a trade nature due to the Companies in
the Group; (i) ACEA Ato2, as a result of the downtrend in
operating cash flow (about € 41 million) compared to 2015
and (iii) the variation in the area of consolidation with re-
gard to the foreign sector for € 15 million.

Segment investments stand at € 264.3 million, are primar-
ily due to ACEA Ato2, for more than € 224.7 million. The
main investments made include those on the water net-
work, the waste treatment plants, the applicative map of
Acea2.0 and the purchase of 28.9% of the company head-
quarters at a price of € 35.2 million.

OPERATING REVIEW
Lazio — Campania area

ACEA Ato2

The Integrated Water Service in ATO 2 Central Lazio -
Rome started on 1 January 2003. The ATO gradually took
over services from the Municipalities and 79 of the total 112
services in the ATO are currently still run entirely by the
Municipalities. The overall situation in the territory man-
aged is as follows.

Acquisitions No. of municipalities
Municipalities fully acquired into the Integrated Water Service: 79
Municipalities partially acquired, for which ACEA ATO 2 provides one or more services: 13
Municipality with Protected Subject 1
Municipalities in which ACEA ATO 2 provides no services 1"
Municipalities that declared they do not wish to be part of the Integrated Water Service:’ 8

! Municipalities with less than 1,000 inhabitants who could express their will in accordance with paragraph 5 of Legislative Decree 152/06.

During the course of the year, the Company purchased:

« as of 1 June 2016, the sewage and waste treatment ser-
vices for the Municipality of Bracciano as regards the
part strictly concerning tKe Co.B.1.S. purifier, while the
purchase of the local sewage and waste treatment ser-
vices of the waste treatment network of Castel Giuliano
is suspended and conditioned by the conclusion of the
works for the refurbishment of the purifier itself. Last-
ly, the management of the drinking water service will
become executive once ACEA Ato2 has completed the
works required for the re-functioning and refurbishment
of the existing local drinking water plants;

o at the end of December 2816, the water service for the
Municipality of Pomezia,freviously managed under pro-
tected conditions by Infrastrutture Distribuzione Gas
(formerly Edison Distribuzione Gas). The purchase was
made through the purchase of the business unit for 5.5
million, which may subjected to an adjustment agreed be-
tween the parties on the basis of the updating of some
items of the business unit purchased. TEe price also in-
cludes the value of the assets realised up to 30 September
2016, calculated by the STO as a total of € 5.3 million.

Lastly, it must be noted that the procedures for the purchase

of the Integrated Water Service of the Municipalities of Ci-

vitella San |g-’ao|o, Morlupo and Rignano Flaminio have been
started. In particular, for the latter Municipality, the Agree-
ment for the payback of the investments on the basis of the
prescriptions of the Conference of Mayors has been signed.

The Company provides the full range of drinking water dis-
tribution services (collection, abstraction, retail and whole-
sale distribution). Water is abstracted from sources on the
basis of long-term concessions.

Water sources sup'pl.y approximately 3,600,000 residents

in Rome and Fiumicino, as well as more than 60 Municipal-

ities in the Lazio region, via five aqueducts and a system of
[;ressurised pipes.

hree further sources of supply provide non-drinking water
used in the sprinkler system oi}/lgome.
The sewerage service comprises a sewer network of about
6,100 km (including approximately 4,000 km of network
serving the municipality of Rome) and more than 300 km
of trunk lines, without counting the connections to the
sewage system. About 5,700 km have been digitalised and
made available on the GIS IT System (Geographic Informa-
tion System).
The company manaﬁes the waste treatment system and
pumping stations that serve the network and sewage
trunk lines.
In 2016, the main waste treatment plants treated approx-
imately 260 million m3 of waste water. Sludge, sand and
grating production for all managed plants in tie reporting
period was over 134 thousand tonnes, a decrease of aroun
20% compared to last year , mainly as a result of the en-
try into operation of the sludge drying system serving the
Roma Est waste treatment plant.
At 31 December 2016, the Company manages a total of
565 sewage pumping stations, including 173 in the munic-
ipality of Rome, and a total of 179 waste treatment plants,
including 33 in the Municipality of Rome.
With regerence to the problems concerning the seizure of
waste treatment plants, note that, with regard to the pend-
ing procedure concerning the Roma Est plant, a notifica-
tion of conclusion of the preliminary investigations was filed
on 22 April 2016, with some managers and directors of the
Company and the company itself under investigation ac-
cording to Legislative Decree 231/2001.
The waste treatment plants of Roma Nord and Colubro are
still under seizure. The water treatment plant of Fonte Ton-
ello was also placed under seizure in 2016.
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ACEA Ato5
ACEA Ato5 provides integrated water services on the basis
of a thirty-year agreement signed on 27 June 2003 by the
company and Frosinone Provincial Authority (representing
the Authority for the ATO comprising 86 municipalities).
In return for being awarded the concession, ACEA Ato5
pays a fee to all tﬁe municipalities based on the date the
related services are effectively acquired.
Integrated water service operations in the territory of ATO
5 Southern Lazio-Frosinone involves a total of 85 munic-
ipalities (operations must still be surveyed for the munic-
ipalities of Atina, Paliano and Cassino town centre as re-
ards water services only) for a total population of around
480,000 inhabitants, about 490,000 inhabitants sup-
plied and a number of end users equal to 185,610.

As regards the purchase of the plants serving the Munici-
pality of Paliano, on 18 February 2016, ACEA Ato5 filed
a petition at the Administrative Court of Lazio - Latina
Section against the Municipality of Paliano and AMEA in
order to obtain (i) the ascertainment of non-fulfilment by
the Municipality and the appointment of an acting Com-
missioner, and subordinately (i) the entire delivery of the
works, assets and plants and compensation of the damage
incurred as a result of the malicious failure to observe the
deadline for the conclusion of the procedure. The Admin-
istrative Court of Latina settled the matter in a sentence
declaring the cessation of the scope of the dispute (as a re-
sult of the adoption by the Municipality of the express pro-
cedure by which the Authority, overcoming the disputed
silence on the matter, rejected the ACEA demand to hand
over the assets concerning the IWS) and also ordering the
Municipality to pay for the legal costs. The Company then
filed another petition before the Administrative Court of
Latina in order to obtain the annulment of the procedure
in which the Municipality had opposed its own denial of the
transfer of the service.
As for the Municipality of Cassino, the Council of State,
in sentence 2086 of May 2016, accepted the petition
b?/ the company, ordering the N\unicipaﬁty to deliver the
ants within thirty days and simultaneously appointing the
E’refect of Frosinone as the acting Commissioner replacing
the Director failing to fulfil their Suties. The Commissioner
sifgned the delivery reports in August 2016 and the transfer
of the service became effective in September. The Munic-
ipality of Cassino has not fulfilled the required obligations,
and the company has therefore taken legal action before
the administrative court.

The drinking water system comprises supply and distri-
bution plants and networks that use 7 main sources from
which an equal number of aqueduct systems originate.
Coverage of this service amounts to about 97%.

The sewerage-purification system comprises a network of
sewers and trunk lines (1730 km) connected to waste treat-
ment terminals (127 in total). The company also manages
211 sewage pumping plants and, as regards the purification
sector, 110 biological waste treatment plants, as well as 15
Imhoff tanks and 3 percolating filters.

Following the recognition anfrelated assessment of users
connected to the sewerage system (as a result of Consti-
tutional Court Sentence %\lo. 335/2008), it emerged that
the coverage of this service is equal to approximately 68%
of aqueduct users.

With regard to the significant events during the year:

« on 11 February 2816, the preliminary proceedings of
the AEEGSI, started in FeEruary 2015 and concern-
ing the tariff predispositions for the period 2012-2015
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successfully concluded with resolution 51/2016/R/idr.

Specifically, the AEEGSI approved, among others, the

maximum threshold of the tariff multipliers%or each year

and, consequently, the methods of financial recovery of
the adjustment payments as of 2019. It also recognised,
provisionally ancrawaiting the definition of the procedure
implemented by suitable request made by the compan?/,

E\g ur}%aid ratio of at least that provided for Southern ltaly
.500 ,

on 18 February 2016, in decision no. 1/2016 published on

26 February, the Conference of Mayors denied the go-

ahead for the planned merger by incorporation of ACEA

Ato5 into ACIIDEA Ato2. The company believed the deed

to be illegitimate and impugned it bef>c;re the Administra-

tive Court of Latina. The preliminary hearing was held on

23 February 2017, after which the judges were undecided

on the matter;

on 18 February 2016, in decision no. 2, the Conference

of Mayors started the procedure for the contractual set-

tlement ex art. 34 of the Awarding Agreement and, in

March, in execution of the aforementioned resolution, it

accused the Company of a series of contractual breaches,

ordering it - pursuant to and by effect of art. 1454 of
the Civil Code - to deal with the claimed breaches and
produce justifications for them within six months. The

Company appealed against decision no. 2 and the afore-

mentioned fulfilment order before the Administrative

Court of Latina (no. 316/2016) on 22 April 2016. On

26 July, the President of the EGA also notified ACEA

Ato5 of the application and quantification of the fines

for 2014 and 2015 pursuant to Chapters 30.1 and 30.2

of the Technical Regulation. On 19 October 2016, sub-

mitting additional reasons for appeal no. 316/2016, the

Company impugned the procedure for the quantification

and application of the fines. In the session on 13 October

2016, the Conference of Mayors decided not to approve

the proposal by the STO as regards the non-existence of

the conditions required to proceed with the termination
of the contract (also in the light of the counter-state-
ments submitted by the Company), therefore leading to
the adoption in the session on 13 E)ecember decision no.

7 for the termination of the Management Agreement.

This decision was impugned by the company through the

submission of further additional reasons %r appeal no.

316/2016 on 9 February 2016, before the Administrative

Court of Latina, simultaneously demanding compensa-

tion for damages.

Given that the EGA has terminated the contractual re-

lations with ACEA Ato5, the latter must ensure the con-

tinuation of service management activities until the EGA
has identified the new service manager to take over from

ACEA Ato5. It must be noted that:

- pursuant to art. 7 of the Management Agreement,
ACEA Ato5 is bound to ensure the continuation of the
service until hand over to the new service manager, in
any event not beyond the deadline fo 12 months, ex-
tendable for a further six months under the same terms
and conditions;

- the STO itself, in its consultation paper on the matter
of 27 October 2016 estimated that not less than three/
four years (timeframe reflecting what happened in the
original awarding) will be required for the completion
of the various procedures necessary for the identifica-
tion of the new Service Manager. Also, in its aforemen-
tioned report, the STO deemed that ACEA Ato5 must
be paid a residual amount of more than one hundred
million Euros for the residual value of the amortisable
assets which, pursuant to and by effect of art. 26 of
the Technical Regulation, the new Service Manager will
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have to take over once identified. As stated by the STO

itself in the above report, these amounts are immedi-

ately payable to the outgoing service manager on ter-
mination of the contractual relations.

The public hearing for the discussion of appeal no.

316/5016 is to be held on 23 November 2017;

e on 13 December 2016, in decision no. 6, the Conference
of Mayors also approved the tariff proposal for the period
2016-2019, which briefly provides for: (i) the valorisation
of the FNI component on the basis of parameter \ of
0.4 rather than p0.8 as contained in the claim submitted
by the Service K/\anager on 30 May 2016, (i) the rec-
ognition of an arrearage fee of 3.8% rather than the 7.1%
requested by the Company on the basis of the reasoned
claim made regarding AEEGSI resolution 51/2016/R/idr,
(iii) non-recognition of the Opex__ parameter requested
by the Service Manager on the basis of a reasoned claim
for about € 2 million, and (iv) reduction of the adjust-
ments accumulated in the first regulatory period (RC |
component) through the application of fines for pre-
sumed breaches during 204 and 2015 for about € 11 mil-
lion. The company filed a petition for the annulment of
decision no. 6 beg(l)re the Administrative Court of Latina
on 9 February 2017, and the date for the hearing on this

matter has not yet been set.

In 2012, the Company had taken out an injunction decree
for the recovery of the receivables deriving from the trans-
active deed in 2007, amounting to € 10.7 million signed
by the company and the EGA, aimed at settling the excess
costs incurred by the Service Manager in the first manage-
ment triennium (2003/2005), amounting to a total of €
21.5 million, in which the EGA undertook to pay the agreed
amount (€ 10.7 million) without increasing the tariff. Sub-
sequently, on 22 May 2012, the EGA appealed against this
decree before the gourt of Frosinone. On 28 February
2017, the sentence passed by the Court of Frosinone in
which it revoked the injunction decree issued in 2012 for
the aforementioned amount, deeming the 2007 transac-
tive deed null and void, was filed, and the re-conventional
subordinate demand by ACEA Ato5 for the payment of
the major costs incurred (and originally requested{tota“ing
€ 21.5 million was rejected and the repetition of the prelim-
inary proceedings ordered as regards the re-conventional
demand filed by the STO concerning the payment of the
leasing fees. The Company is preparing an appeal against
this sentence. The Directors, supported%)y authoritative le-
gal opinions, believe that the receivables is not annulled by
the sentence, given that the stated nullity of the transac-
tion does not imply that the service manager no longer has
the right to claim remuneration for excess costs incurred
that are not covered by the tariff.

See the additional information in the paragraph entitled
“Information on concession services” in its entirety.

GORI

The Company manages the Integrated Water Service
throughout the entire territory of ATO No. 3 Sarnese Ve-
suviano in the Campania Region (76 municipalities) with a
surface area of 897 Km? and a population of approximately
1.44 million inhabitants.

A total 4,386 Km of water network is currently managed,
consisting of 350 Km of primary abstraction network and
approximately 4,030 Km of distribution network, and a
drainage system of approximately 2,300 Km.

As regards the plants, GORI currently manages 9 water
sources, 71 wells, 158 tanks, 98 water pumping stations, 156
waste water pumping stations and 11 waste treatment plants,

including small plants for smaller settlements.

The Company provides integrated water services on the basis
of a thirty-year agreement signed on 30 Sextember 2002
by the Company and the Sarnese Vesuviano Area Authority.

With regard to the significant events during the year:

« on 10 March 2016, the preliminary proceedings concern-
ing the approval of the tariff predispositions of the ATO3
by the AEEGSI were finally concluded successfully with
the publication of resolution 104/2016/R/idr containing:
"Approval, for the purpose of valorising the adjustments in
the framework of the tariff method for the second regulato-
ry period MTI-2, of the tari7" redispositions concerning the
g;rnese Vesuviano Optima Ferritorial Framework, for the
period 2012-2015". Specifically, the AEEGSI approved,
among other things, the maximum applicable measure of
the tariff multipliers for each year, and consequently es-
tablished the amount of the adjustments to be recovered
in years subsequent to 2015 as € 38.9 million (Group
quota € 14.4 million);

+ on 15 June 2016, GORI submitted a request for tariff
updates pursuant to article 7.5 of resolution 664/2015.
T[:is request takes into account and includes, among other
aspects, the request for economic and financial baﬁ’mcing
— which acknowledges the outcomes of the preliminary
inquiries with the Authority — and the claim for the recog-
nition of the effective arrearage costs for 2014 and 201%.
The balancing request is based on the enclosed tariff and
the hypothesis that Campania Region grants the payment
in instalments of the debt matured in §O13-2016;

« on 8 August 2016, the Extraordinary Commissioner ap-
proved the tariff proposal for 2016-2019 which, by express
provision, supersedes that submitted by GORI which,
among other things, does not provide for payment in instal-
ments. Conversely, it does provide for accessing the equal-
isation provisions for up to € 245 million with a plan for

ayback in eleven years starting in 2020 at the rate applied
E the Cassa per i Servizi Energetici e Ambientali (CSEA).
The tariff proposal decided by the Extraordinary Commis-
sioner of tEe garnese Vesuviano Authority also provides for
tariff increases within the limit of the multiplier for 2016
and 2017 (9%) and a 5% increase for 2018 and 2019.

« on 8 August 2016, Campania Region approved the tariff
predisposition for 2016-2019 by the virtual Wholesaler
Campania Region/Acqua Campania. Independently of
the aspects of doubtful legitimacy concerning the enti-
ty responsible for the preparation of the tariffs for the
wholesaler, the tariff predisposition of the Regional Au-
thority has some elements that are inconsistent with the
tariff predisposition prepared by the Extraordinary Com-
missioner of the Sarnese Vesuviano Authority for the
second regulatory period;

« due to the inconsistencies in them, the Company has im-
pugned the measures of the Extraordinary Commission-
er and Campania Region by petition to the Administra-
tive Court of Campania.

The information in the paragraph entitled "lnformation on
the concession services” is recalled in its entirety, as regards
the effects of a financial nature as a result of the conclusion
of the procedures for the recognition of the equalisation
measures.

Tuscany - Umbria Area
Acque

The mana%ement agreement, which came into force on
1 January 2002 with an initial twenty-year duration, was
signed on 28 December 2001, as described in more detail
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hereafter (expiry is now in 2026). In accordance with said
agreement, the Operator took over the exclusive integrat-
ed water service ot ATO 2, comprising all public water col-
lection, abstraction and distribution services for civil use,
sewerage s(?/stems and waste water treatment plants. The
Area includes 57 municipalities. Acque pays a fee to all the
municipalities for the concession, including accumulated li-
abilities incurred under previous concessions awarded.

The more significant events in 2016 include the signature
on 6 April %016 of the deed which made effective the
modification of the concession awarding the management
of the water service with the new reviewed expiry of 2026,
compared to the old deadline of 2021, after obtaining the
consent the Lenders to the extension of the loan contract
signed in 2006. The signature of the modification agree-
ment integrated some of the obligations provided in the
same loan contract.

Publiacqua

The management agreement, which came into force on 1
January 2002 with a twenty-year duration, was signed on
20 December 2001. In accordance with said agreement,
the Operator took over the exclusive integrated water
service of ATO 3, comprising all public water collection,
abstraction and distribution services for civil use, sewer-
age sg/stems and waste water treatment plants. The Area
includes 49 municipalities, of which 6 managed via agree-

Progress of the procedure for approving the tariffs

ments inherited from the previous operator, Fiorentinagas.
In return for awarding the concession, the Operator pays a
fee to all the Municipalities, including accumulated riagili-
ties incurred prior to the awarding of the related contracts.

On 30 March 2016, a loan contract was signed, expirin
on 30 June 2021, for € 110 million, which had been ai§
out in its entirety as of the date of this document. The r;an
was partly allocated for paying back the ongoing loans and
mortgages.

Acquedotto del Fiora

Based on the agreement signed on 28 December 2001,
Acquedotto del%:iora is to supply integrated water services
on an exclusive basis in ATO 6, consisting of public services
covering the collection, abstraction and distribution of wa-
ter for civil use, sewerage and waste treatment. The con-
cession term is twenty-f‘%ve years from 1 January 2002.

Umbra Acque

On 26 November 2007 ACEA was definitively awarded
the tender called by the Area Authority of Perugia ATO
1 for selection of the minority private business partner of
Umbra Acque S.p.A. (concession expiry 31 Becember
2027). A stake in the company (40% of the shares) was
acquired on 1 January 2008.

The company performed its activities in all 38 Municipali-
ties constituting ATOs 1 and 2.

Company Status
On 27 July 2016, the EGA approved the tariff inclusive of the award ex art. 32.1, subsection a)
Acea Ato 2 of resolution 664/2015/R/idr. Approval by the AEEGSI followed in resolution 674/2016/R/idr,
with some changes compared to the proposal by the EGA; quality award confirmed
The tariff proposal was submitted by the Service Manager on 30 May 2016, also requesting recognition
of the Opex__. AEEGSI advised the EGA on 16 November 2016 and the EGA approved the tariff proposal
Acea Ato 5 Qc o .
on 13 December 2016, rejecting, among others, the request for recognition of the OperC.
Approval by the AEEGSI is being awaited.
GORI On 1 September 2016, the Extraordinary Commissioner of the EGA approved the tariff with OperC as of 2017.
Approval by the AEEGSI is being awaited.
A On 5 October 2016, the AIT approved the tariff with recognition of the award ex art. 32.1, subsection a)
cque of resolution 664/2015/R/idr. Approval by the AEEGSI is being awaited.
. On 5 October 2016, the AIT approved the tariff with recognition of the award ex art. 32.1, subsection a)
Publiacqua

Acquedotto del Fiora Approval by the AEEGSI is being awaited.

Umbra Acque

of resolution 664/2015/R/idr. Approval by the AEEGSI is being awaited.
On 5 October 2016, the AIT approved the tariff with recognition of the OperC.

On 30 June 2016, the EGA approved the tariff with recognition of the OperC.
Approval by the AEEGSI followed in resolution 764/2016/R/idr

See the paragraph entitled "Informotion on services under
concession” for more details in this regard.

REPORT ON OPERATIONS
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Revenues from the Integrated Water System

The following table indicates for each gom any in the Wa-
ter Segment the amount of revenues in 2016 valorised on
the basis of the tariff calculations by the respective EGA
or by the AEEGSI. The figures include the atjjustments of

the past items and, if applicable, the adjustments of the es-
timates of the past items from 2014 and 2015, the FNI
components, Opexqc and award ex art. 32.1, subsection a)

of resolution 664/2015/R/idr.

Revenues from IWS Breakdown

Company (pro quota values in € millions) (pro quota values in € millions)

FNI =237

Acea Ato 2 533.6 Award = 23.1

Estimate differences 2014/2015 = - 1.6

Acea Ato 5 69.4 FNI=39

GORI 67.2 Estimate differences 2014/2015 = +3.5
Acque 63.4
Publiacqua 89.4

Acquedotto del Fiora 38.6 OPEL\:J := 8%
Umbra Acque 24.2

Acea2.0 determining the fault and the association of signals to exist-

With regard to the Companies in the Water Segment, the
go live of ACEA Ato5, Crea Gestioni and GESESA oc-
curred in April, contributing towards raising the number
of technicians managed by the WFM to about 1,300 in-
dividuals. In the second half of the year, the technological
platform was expanded to include Acque (July 2016), Ac-
quedotto del Fiora (October 2016), Publiacqua (Novem-
ber 2016) and Umbra Acque (December 2016), and the
roll in of GORI (January 2017) was also prepared.

Simultaneously, the kernel solution for the water segment
was enhanced by the technological upgrades which enabled
the efficiency onome operating processes to be improved,
such as for example the performance of in field weather
checks and the reduction of the lead time of the initial trou-
bleshooting of faults, through the introduction of automatic
systems engaging the operators during calls to the call center.
New and important functions were introduced into the IT
systems, which have enabled the total integration between
tKe GIS geographical system and the SAP maintenance
system to be achieved, defining the former as master of the
technical maintenance locations. Integration with the GIS
will enable the visualisation of the networks and faults in
a single context, guiding the call center operator towards

ing faults. An additional added value element is represented
by the possibility of signalling from the field, using the de-
vice, any updates or errors detected during the operational
phase, so as to keep the GIS system constantly updated and
making it progressively more responsive to the real status of
assets in the reference area.

The bases required for the acknowledgement of the dispo-
sitions of the AEEGSI in Resolution 218/16 were also in-
troduced, concerning metering, and, especially, significant
techno|ogica| upgrades became necessary as a result of the
introduction of the Regulation of the (guality of the In-
tegrated Water Service (RQSII) in Resolution 655/2015.
The developments introduced have enabled the Companies
in the segment to deal with the entry into force of the Reg-
ulation in the water sector: the Service Level Agreements for
the execution of services have been reviewed and functions
implemented to monitor them; automatic systems and sys-
tem restrictions have been introduced to ensure the respect
of appointments with customers. In more %eneral terms,
tools have been introduced which have enabled - mainly
ACEA Ato2 - to agree with the STO the application of an
award based mechanism for the achievement of the more
stringent SLA of those provided by national regulations.
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NETWORKS OPERATING SEGMENT

Operating figures and financial results for the period

Operating figures U.M. 31.12.2016 31.12.2015 Variation Variation %
Electrical Energy distributed GWh 10,009 10,557 (548) (5.2%)
Energy Efficiency Bonds sold/cancelled Nr. 120,961 222,556 (101,595) (45.6%)
No. Customers N/000 1,629 1,622 7 0.4%
Km of Network Km 30,171 29,897 274 0.9%
Equity and financial results

(€ million) 31.12.2016 31.12.2015 Variation Variation %
Revenue 644.8 535.7 109.1 20.4%
Costs 288.6 280.0 8.5 3.0%
Gross Operating Profit (EBITDA) 356.3 255.7 100.6 39.3%
Obperating profit/(loss) (EBIT) 255.5 165.3 90.2 50.6%
Average number of staff 1.299 1.304 (5.0) (0.4%)
Capex 219.6 156.2 63.4 40.6%
Net debt 691.3 581.7 109.7 18.9%
(€ million) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit NETWORKS

Segment Adjusted” 244.8 2557 10.9) (4.3%)
Gross operating profit GROUP Adjusted* 784.8 732.0 52.8 7.2%
Percentage weight 31.2% 34.9% 3.7 p.p.

"The Group EBITDA is given net of the effects of the elimination of the

The EBITDA on 31 December 2016 amounted to € 356.3
million, an increase of € 100.6 million compared to that
in 2015.
The change in EBITDA is a direct consequence of the in-
crease of the revenues of areti following the publication of
resolution 654/2015/R/eel by the AEEGSL which modi-
fies for the fifth regulatory period, beginning on 1 January
2016, the mechanism through which the invested capital
of the electricity distribution companies is remunerated,
eliminating the so-called regulatory lag and puttin% in place
an alternative method of remuneration to the 1% of the
WACC provided in the fourth regulatory period and valid
for the g)ur years from 2012 to 2015.
Resolution 654/2015 constitutes the tool through which
the lawmakers modify the "time" variable in the mechanism
of calculating the quantity of the tariff applicable to the dis-
tributor. Even more simply, it eliminates the biennial wait-
ing period for investments to be considered in the calcula-
tion of the regulatory capital invested. It does not therefore
imply any modification to the remuneration model for the
areti activities. The regulatory changes mean that the value
of right of recognition of the cost components linked to the
investments made in a given financial year (remuneration
of the invested capital and amortisation rate) that arises si-
multaneously to the realisation of the investments and the
beginnin ozamortisation process can be estimated with
reasonable certainty by the end of the reporting period.
This has led to the recording of revenues, relevant to the

eriod, amounting to € 111.5 million, of which € 38.5 mil-
ﬁon referring to investments realised in previous financial
Klears as disciplined by resolution 654/2015/R/eel.

et of this income item, the adjusted EBITDA amounts to
€ 244.8 million, with a negative difference of € 10.9 mil-
lion compared to 2015. This decrease is mainly attributable
to the reduced income from transport services generated
as a combination of two effects: less energy input into the
network and reduction of the tariff parameters as a result of
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so-called regulatory lag

the beginning of the fifth regulatory period. These reduced
revenues are only partially compensated by the equalisation
effects. The reduction in transport revenues is added to the
increase in transport service costs.

With regard to the energy balance, areti put into the net-
work 10,801.6 GWh as at 31 December 2016, a decrease of
3.56% compared to 2015, which is in excess of the reduc-
tion in demand during the same period nationally (- 2.1%).

The EBITDA in the public lighting sector amounted to €
3.0 million, a reduction of € 4.2 million compared to last
year. The negative change is linked to the reduced margin-
ality of works on behalf of third parties, partially mitigated
by that deriving from the LED plan started at the end of
June on the basis of an agreement with Roma Capitale. As
at 31 December 2016, 68,000 light fittings had been in-

stalled, for overall revenues amounting to € 17.6 million.

The staff costs reduced by € 6.6 million compared to 31
December 2015, also as a consequence of a reduction in
staff numbers; in fact, the average number of staff at the
end of the year was 1,299, a recFuction of 5 compared to
the end of last year.

The operating result is negatively affected by an increase in
amortisations, accumulated impairment costs and depreci-
ations of € 9.1 million, mainly attributable to the increase
in amortisations (+ € 7.7 million) recorded as a result of
the entry into operation of the IT platform developed as
of 2015 and part of the wider ranging investment project
called Acea2.0.

The net debt stood at € 691.3 million, an increase of €
109.7 million compared to the end of 2015, mainly due to
areti (+ €120.4 million). This increase is partly attributable
to the increase in investments and partly to the increase in
net working capital.
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Investments in the segment stood at € 219.6 million, an
increase of € 63.4 million. The main investments refer to
the interventions on the HV, MV and LV network, in addi-
tion to a series of interventions for expanding the MV net-
work and extraordinary maintenance of the overhead lines.
The investments also include the purchase of 18.51% of the
company headquarters at a price of € 22.5 million.

Operating review

Incorporation of Acea llluminazione Pubblica S.p.A. into
areti S.p.A

In the framework of the wider ranginﬁ reorganisation of the
Group, the partial split-off of Acea llluminazione Pubblica
in favour of areti of the business unit concerning structures
in the technical and operating activities relating to "Rome
public lighting” became effective at the end of December
2016. Consequently, the split-off unit is now the vehicle
through which the group will take part in tenders for public
lighting services.

Energy efficiency objectives

The objective ofyareti for 2016 is 242,924 Energy Efh-
cienchBonds and, as provided by Ministerial Decree of 28
December 2012, the Company will have to annul at least
607% of this value by the end of May 2017, in other words
145,754 Energy Efficiency Bonds.

In the first half of the year, areti also annulled 60% of
the 2015 bonds, amounting to 120,961 Energy Efficiency
Bonds, the unit annulment value of which is € 114.83 as
per resolution DMEG/EFR/11/2016 published on 16 June
2016. The same resolution also establishes the estimated
reference price for the 2016 bonds as € 118.37/Energy Ef-
ficiency Bond.

AEEGSI Supervision

In the light of resolution 110/2016/S/eel published on 4
April 2016, the AEEGSI has approved and made obliga-
tory the commitment proposal submitted by areti as part
of the sanctioning procedure undertaken in resolution
300/2013/S/eel 058 July 2013, concerning the aggrega-
tion of measurements for calculating the physical and eco-
nomic items of the dispatch service.

The company will fulfil the obligations deriving from the
commitments in question by the end of the Erst half of
2017, in compliance with that provided by the Authority on
approval of the proposal.

As regards resolution 62/2014/S/eel of the AEEGSI, the
notification of the preliminary ﬁndin§s is still being awaited,
while as regards resolution 512/2013/S/eel of the AEEGSI,
which follows up VIS 60/11, following the petition filed by
areti to the Administrative Court of Lombardy, the AEEG-
SI decided in resolution 14/2016/Cleel to appeal to the
Council of State.

Acea2.0
The start-up of the new Work Force Management (WFM)
operating management system is part of this programme,
the start of which has involved areti with three go lives, on
4 April 2016 for the North Zone, on 14 April 2016 for the
SOUTH Zone and on 18 April for the Functional Zone.
With WEM, the Company will manage its working activities
more fluidly, through:
« the assignment of all activities in relation to specific in-
dividual skills;
« real-time analysis and monitoring and geo-referencing
of the operating scenario, through the use of mobile
devices by in the field operators. This will mean that the

various operating teams will have available the data re-
uired for their work and the workloads will be balanced;

« the sharing of information in a single application, there-

by reducing errors deriving from the import/export of

data from one system to another and making the re-

covery of information more flexible and rapid.
The development of this new system will lead to a more in-
novative conception of work. [t will be possible to predict
and anticipate the operating scenario, through the pro-
Jjection of the scheduling of activities, obtaining a flexible
and effective turnover, capable of responding quickly to
any eventual unforeseen cﬁanges. The operators will have
the possibility of accessinﬁ ﬁrocedures, manuals, updating
sKstem information and all the documentation required for
their work directly in the field, thereby ensuring increased
safety levels in the workplace. The stafz/at headquarters will
receive the reports on interventions as quickly, with the re-
quired supplementary information already saved and stored
in the systems.
From an operating viewpoint, the start-up in April of Work
Force Management has consequently led to the need to
centralise the management of the maintenance of the in-
frastructures of the electricity distribution network and
public lighting. In order to integrate the complete man-
agement of the maintenance contracts, a new manage-
ment system has been implemented for the contracts
awarded to third parties, changing from a fragmentation
of operators to a single procedure subdivided into homo-
%eneous lots.

Iso, on 4 December, the new IT systems in support of the
metering, billing and credit management (meter to cash)
f;rocesses were started up through the use of SAP IS-U.

he main objective is to adopt a single IT solution which
enables the optimisation of the processes and support ac-
tivities, also speeding up the operating activities requested
by the customers, with the end goal of managing homo-
geneous trade processes in all the Companies to ensure a
single Group vision.

Rebranding

On 20 June 2016, the Shareholders’ Meeting of Acea Dis-
tribuzione, in fulfilment of the provisions of annex A to res-
olution 296/2015/R/com of the Authority for Electricity,
Gas and the Water System which imposes upon all subjects
carrying out activities for the distribution of electricity or
natural gas to adopt, no later than 30 June 2016, commu-
nication policies, business name, brand, company, logo and
any other distinctive element of the business which are for
exclusive use by the company and do not therefore contain
any elements of text or images that may in any way be con-
nected to the sales activities carried uot by the company in
an integrated vertical manner or by other companies in the
corporate group to which it belongs, decided to change the
business name of the Company to areti S.p.A., adoptin
a new logo for exclusive use by the Company itself as of%

July 2016.
Technological innovation projects

Smart Grid Project

In resolution ARG\elt 12/11, published on 8 February 2011,
the Authority admitted the Smart Grid pilot project of
areti for inclusion in the incentives system. This is one of
the eight smart grid projects admitted into the incentives
system by the AuthoritK nationwide. The incentives system
consists of increasing the rate of remuneration of the in-
vested capital by 2 percentage points for 12 years.

The project sugmitted by areti is broken down into six
sub-projects aimed at developing innovative technological
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solutions for enhancing the continuity of the service and
implementation of new criteria for the management of the
distribution network, also in the presence of distributed
generation, in accordance with the orientations and general
rescriptions of the Authority.
i|)'|'1e project, with an overall cost of € 5.5 million and a du-
ration of 5 years, was completed in 2015 and the relevant
final report was submitted on 31 March 2016, as provided
by resolution 183/2015/R/EEL of 23 April 2015. The De-
cision by the AEEGSI for the definition of the economic

recognition of the project is still being awaited.

Super-fast Internet

The activities concerning the Letter of Intent signed in
March 2013 by ACEA, Fastweb and Telecom, and renewed
in April 2015 ﬁy Fastweb, Telecom and Vodafone, contin-
ues, with the objective of expanding the ultra-broadband
network in the |-J?ome area, which will enable users to use
an Internet connection with a transmission bandwidth of
100 Megabit per second or higher. The agreement, pro-
viding for the realisation of about 7,000 (4,600+2,400)
new electricity supply points, in addition to guaranteeing
the coordination of the business activities of the four com-
panies, limits the inconvenience to inhabitants caused by
the opening of roadworks. Given the extension of the pe-
rimeter of the agreement, areti will invest until the endec
the project (31 [%ecember 2017) about € 11 million for the
realisation of the power network for latest generation elec-
tronic devices.

As at 31 December 2015, areti has activated about 8,900
new electricity supply points, avoiding the superimposition
of interventions in the territory involved, for a total length
of about 145 km of excavations.

Resilience enhancement of a Metropolitan Area (RoMA) Project
The RoMA project, financed ffy the Ministry of Educa-
tion, Universities and Research through the “Smart Cities
and Communities and Social Innovation” tender (Directorate
Decree prot. no. 391/Ric of 5 July 2012) started in No-
vember 5013 and has a duration of 36 months.

The objective is to realise tools that are aimed at enhancin
the Resilience of the metropolitan area of Rome. The idea o%
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Resilience is to enable a specific system to effectively over-
come the problems (of any nature whatever) that recKJce its
functionality, enabling the quick and effective recovery of
all of its functions. Resilience is therefore constructed not
only by attempting to mitigate the consequences of prob-
lems once they have occurred but also consists, almost by
force majeure, of forecasting and preventing the events in

uestion. The critical infrastructures mainly considered in
Ewe proﬂect are constituted by the electricity distribution
network, the water network and the Telecom telecommu-
nications network located in the area of the city of Rome.
The project will involve a total economic commitment of
about éﬂ million in three years, of which about € 1.5 mil-
lion charged to areti.

Public Lighting

During the course of 2016, Acea llluminazione Pubblica
has installed a total of 3,153 lighting points on request by
the city of Rome and other customers. With regard to the
restoration activities following the theft of cables, as at 31
December 2016, about 27 km of new cables have been
installed, having already been experimented last year, us-
ing a new type of electrical cable made of copper-coated
aluminium which, combining a reduced amount of copper
with aluminium, gives the primary and main advantage of
being difficult to separate the two metals unless industrial
processes are used.

On 17 June 2016, the LED Plan was signed with the City
of Rome, concerning the realisation of an energy efficiency

lan for the public lighting systems in use in Rome, financed
Ey the Capital City Administration, based on the transfor-
mation of the lighting devices from the currently used SAP
(high Pressure %odium) to LED. Specifically, the contract
provides for the installation of 186,879 armouring systems
at a rate of 10,000 per month; the payment involved is 48
million for the entire LED Plan. The contract also provides
for mechanisms of incentives/fines for installations above/
below the planned number for each two-month period and
a reduction of the payment recognised to the City of Rome

of 50% of the economic counter value of the Energy Effi-
ciency Bonds due to ACEA for the LED Project.
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CORPORATE

Equity and financial results for the period

Equity and financial results

(€ million) 31.12.2016 31.12.2015 Variation Variation %
Revenue 12.2 13.3 an 0.0%
Costs 14.3 13.2 1.1 0.9%
Gross Operating Profit (EBITDA) (2.0) 0.2 2.2) n.s.%
Operating result (EBIT) (22.0) (19.6) (2.4) 12.2%
Average number of staff 622 634 (12.0) 1.9%
Net debt (332.1) (416.3) 84.2 20.2%
Capex 13.2 1.8 14 12.0%
(€ million) 31.12.2016 31.12.2015 Variation Variation %
Gross operating profit CORPORATE (2.0) 0.2 2.2) n.s.
Gross operating profit GRUPPO Adjusted* 784.8 732.0 52.8 7.2%
Percentage weight (0.5%) n.s.% n.s.

"The Group EBITDA is given net of the effects of the elimination of the so-called regulatory lag

ACEA closed the 2016 financial year with a negative EBIT-
DA that decreased by e 2 million compared to 31 December
2015, € 2.2 million of which essentially as a result of the
different service contract perimeters, especially as regards
the ircyformation technology activities, and those supplied to
subsidiaries. In the framework of the GrouP reorganisation,
ACEA conferred the “Facility Management” business unit to
ACEA Elabori, given the similarity with the Elabori activi-

ties, with the objective of achieving synergies and efficiency.

The average number of staff as at 31 December 2016 was
624, a reguction compared to 2014 (647). The effect of
this reduction, as described in more detail below, is a result
of the conferment of the Facility Management business unit.

Investments amounted to € 13.2 million, which is an increase
of € 1.4 million compared to the end of 2015 (when they
amounted to € 11.8 million). IT developments continued during
the 2016 financial year, concerning the Acea2.0 project, the
objective of which is to renew the operating model (organisa-
tion, processes and systems) of the entire ACEA Group.

The net debt as at 31 December 2016 amounted to € 332.1
million, an improvement of € 84.2 million. This reduction
is mainly due to (i) the increase in the receivables from
subsidiary companies for remunerated centralised treasury
services and loans (ii) the reduction in the liquidity needs
generated by changes in working capital, including the an—
ment of payables to suppliers and tax liabilities and those
for the investments made.

Significant events in the 2016 financial year

Conferment of the “Facility Management” Business Unit

In the framework of the wid};r ranging plan for the reorgani-
sation of the Group activities, it shouFd be noted that, e%Fec—
tive from 1 November 2016, ACEA has conferred to ACEA
Elabori the “Facility Management” business unit. This op-
eration is aimed at transferring some services for the ratio-
nalisation and enhancement of the quality of activities that
are non-strategic and auxiliary to the core business of the
Group. The main services carried out by the unit conferred
include the management and maintenance of intangible as-
sets, logistical and auxiliary services and utility management.

Inter-company Treasury Contract

In the framework of the centralised management of finan-
cial services, the parent company ACEA adopted an in-
ter-company Group treasury system some time ago, includ-
ing inter-company finance relations, making it operational
with many companies in the Group which it had previously
signed a multi-annual inter-company finance contract.

A new triennial inter-company finance contract was approved
on1April 2016, making the previous one obsolete in the trame-
work of the renewal process according to the Acea2.0 project.
On the basis of this contract, ACEA has made available a me-
dium-term revolving type loan, the so-called “Inter-company
Finance Line”. up to tKe reaching of a predetermined Plafond
to be allocated for financing the financial requirements for (i)
working capital requirements and (ii) making investments.
ACEA has also made available to the companies their own
credit lines on signature, for up to an amount equal to the
Plafond for Banking Guarantees or through the direct re-
lease of corporate guarantees for an amount equal to the
Plafond for Corporate Guarantees.

The functioning of this contract ensures that permanent!
and daily each company which has specific peripheral banK
accounts carries out daily active and passive transactions on
the pool bank account of the parent company, zeroing the
balance of its own accounts.

In the event of a negative daily inter-company balance, the
companies pay interest to the parent compan%/ for each
year, on the basis of the market interest rate, defined as the
weighted mean of the rates applied on the market of capital
for so-called hybrid emissions or similar in the utilities sector
(reviewable annually, increased if necessary by an additional
margin primarily linked to the level of exposure of the ben-
eficiary company with respect to the total plafond granted
to the Companies in the centralised treasury). The interest
rate applied for 2016 ranged from a minimum of 4.62% to a
maximum of 5.78%.

In the event of a positive daily inter-company balance,
ACEA pays interest to the companies, calculated on a
quarterly basis, applying the interest rate resulting from the
arithmetic mean of the daily “EURIBOR 3 months” rates
(source: Bloomberg) during the previous quarter.

The contractual terms applied are, at parity of credit stand-
ing and type of financial instrument, in line with those re-
sulting from the reference market and also supported by a
benchmark prepared by a primary consultancy firm.
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SIGNIFICANT EVENTS DURING THE FINANCIAL YEAR

Acea S.p.A.: 2016 - 2020 Industrial Plan approved

On 11 March 2016, the ACEA Board of Directors approved
the Group Business Plan for the period 2016-2050. This
plan conf'fljrms Company strategy is focused on regulat-
ed business, the innovation and rationalisation of internal
processes, and service juality. Forecasts allow for the new
electricity and water distribution regulatory framework,
with the consequent optimisation of allocation of resourc-
es in the most profitable business segments. Furthermore,
there is a hypothesis for acceleration and an expansion of
efficiency objectives, especially with reference to the Acea
2.0 project.

At the same meeting the Board of Directors also approved
the 2015 Financial Statements and proposed the distribu-
tion of a dividend equal to 0.50 euros per share.

Acea S.p.A.: Publication of the lists of candidates for ap-
ointment to the Board of Auditors

rn relation to the Shareholders’ Meeting held on 28 April

2016, the lists of candidates for appointment to the Board

of Auditors were regularly deposited at the Company head-

quarters on 6 April 2016.

Acea S.p.A.: Withdrawal of the Standard & Poor’s rating on
request by Acea

On 27 April 2016, on request by ACEA, Standard & Poor’s
withdrew all of its ratings of the Company and the bonds
currently in circulation, after confirming the rating in this
regard of “BBB-“ for the long-term debt and “A-3” for the
short-term debt, with a “Stable” outlook.

This decision was derives from a detailed reflection also in-
volving primary Investors and Analysts and is based, among
others, on the disagreement with the Standard & Poor’s
evaluation system, which does not reflect the significant in-
dustrial and financial improvements achieved by the ACEA
Group in recent years.

Acea S.p.A.: The Shareholders' Meeting approves the 2014 fi-
nancial statements, approves the distribution of a dividend equal
to 0.50 Euros per share and appoints the Board of Auditors

On 28 April 2016, the Acea S.p.A. Shareholders’ Meeting
aplproved the Financial Statements and presented the con-
solidated financial statements as at 31 December 2015. The
Shareholders’ Meeting also passed a resolution on the use
of ACEA S.p.Als statutory profit from 2015 and the dis-
tribution of a total dividend of € 106,482,450.00, equal
to € 0.50 per share, to be paid from 22 June 2016 with
detachment date of 20 June and record date of 21 June.

The same Shareholders’ Meeting also appointed the new
Board of Auditors, defining their remuneration. The
Board of Auditors will hold oﬂg'lce for three financial years,

and specifically until the approval of the 2018 Financial
Statements. TKe election of the members of the control
body was by voting from lists, according to the methods
established in articles 15 and 22 of the Articles of Asso-
clation.

Acea S.p.A.: Resignation of the Board member Diane D’Arras
On 31 /E/\ay 2016, Diane d’Arras — elected Board member
from the list submitted by the Shareholder Suez - an in-
dependent and non-executive Board member of Acea SpA
and Coordinator of the Related Party Transactions Com-
mittee, tendered her resignation from the office of Direc-
tor, due to the increase in%ﬁer professional commitments in

the Suez Group.

Acea S.p.A.: Publication of the Informative Document on
the most significant related party transactions

On 24 June 2016, Acea made available to the public at the
company headquarters and on the company website www.
acea.it the informative document on the contract concern-

ing the LED Plan, signed by Acea SpA and Roma Capitale
on 17 June 2016.

Acea S.p.A.: co-opting of a new member of the Board of
Directors

On 28 June 2016, to replace the resigning Board Member
Diane d’Arras, nominated by the minority shareholder Suez
ltalia S.p.A. and on proposal by the same Shareholder, the
Acea Board of Directors co-opted. Angel Simon Grimal-
dos as non-executive Director, pursuant to art. 2386 of the
Civil Code and art. 15 of the Articles of Association.

ACEA S.p.A.: Fitch Ratings confirms the “BBB+/F2
rating” and “Stable” outlook

On 3 August 2016, Fitch Ratings reported that it had con-
firmed ACEA’s “BBB+” rating on the long-term debt and
“F2” on the short-term debt, with a “Stable” outlook.

The reasons given by the Agency in confirming the rating
and outlook are the K)cusing of the Group strategy on reg-
ulated businesses, the balanced financial structure and the
increased visibility of water and electricity distribution ser-
vices following the recent tariff updates.

ACEA S.p.A.: announces bid for the purchase of bonds
and successfully completes the issue of the 500 million
Euro loan with 10 year duration for the EMTN Programme
On 12 October 2016, ACEA announced the launch of a
Bartial buyback transaction aimed at the holders of the

onds for a cash payment, for a nominal maximum amount
of € 300 million. The details of the Bonds involved in the

transaction are:

Overall nominal value

Description of the bonds Issuer in circulation Yield offered
€600,000,000 3.750%

expiring on 12 Sel:tember 2018 ACEAS.p.A. € 600,000,000 (0.1%)
(the “2018 bonds™)

€500,000,000 4.50%

expiring on 16 March 2020 ACEAS.p.A. €500,000,000 0.0%

(the “2020 bonds™)

REPORT ON OPERATIONS
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The Bids were promoted in the framework of the liability
management strategy of the Bidder aimed at obtaining an
extension of the duration of its own debt and managing in
advance part of the risk of refinancing in the light of the
favourable market conditions. The Bidder must ensure the
annulment of the Bonds purchased, which will not be reis-
sued or resold.

On 24 October 2016, ACEA announced the acceptance
of the following Series of Bonds:

« Bonds expiring in 2018 amounting to € 269,611,000; and
« Bonds expiring in 2020 amounting to € 77,225,000,
for a nominal total of € 346,836,000. The buyback in-
volved a loss of € 31.4 million in addition to the costs con-
cerning the transaction.

Simultaneously, ACEA notified the issuing of a new series
of bonds as part of the “€ 1,500,000,000 Euro Medium
Term Note” programme updated on 25 July 2016.

On 19 October 2016, ACEA successfully completed the
allocation of these bonds for a total amount of € 500 mil-
lion with a duration of 10 years at a fixed rate, in the frame-
work of the Euro Medium Term Notes (EMTN) programme.
The outcome of the transaction was very positive, with a
request of about twice the offer from high quality Investors
with wide-ranging geographical diversification.

The issue was primarily finalised towards the refinancing of
the bond acquired by ACEA following the purchase bi§ of
12 October 3016 and obtaining the extension of the mean
duration of the debt of the Company and also the reduction
of the mean cost of same, considering the current trend in
interest rates, with specific reference to the Euro area.

The bond is exclusively for institutional investors.

The bonds, which have a minimum unitary value of
€100,000.00 and will expire on 24 October 2026, pay
a gross annual gain of 1% and have been allocated at an
issue price of 98.377%. The bonds are governed by the
dispositions of British law. The payment date has been
set on 24 October 2016. From said date, the obligations
will be quoted on the regulated market of the Luxem-
bourg Stock Exchange, where the informative booklet

for the EMTN programme has been deposited.

ACEA S.p.A.: notifies the signature of the contracts for the
urchase of 100% of Idrolatina (which owns 49% of Acqua-
r;tina), 19.2% of Geal and 100% of Severn Trent ltalia (which
owns 64% of Umbriadue Servizi ldrici and 80% of Iseco)
In November, in the framework of the Grou’s growth strat-
egy, which provides, among other things, for the consolida-
tion of the presence of the Company in the water segment,
Acea notified that it had signed the preliminary contracts
- not included in the targets of the 5016-202 Industrial
Plan but among the initiatives identified — concerning the
purchase: - from the Veolia Group of 100% of ldrolatina,
which in turns holds a 49% stake in Acqualatina, for the
price of € 22 million. The remaining 51% of the Share Cap-
ital of Acqualatina is owned by the Municipalities of the
ATO4-Southern Lazio; - from the Veolia Group of 10.2%
of Gestione Esercizio Acquedotti Lucchesi - GEAL for the
I:rice of € 2 million. It must be noted that ACEA already
olds a 28.8% stake in GEAL through Crea SpA, and the
stake in GEAL consequently increases to 48%; - from the
Severn Trent Plc Group 100% of Severn Trent ltalia and,
indirectly, the 64% stake in Umbriadue Servizi Idrici and
80% sta{e in Iseco. The Eurchase price was € 0.4 million.
Acea already holds a 347 stake in Umbriadue Servizi Id-
rici through Crea Gestioni Srl, and its stake in Umbria-
due will consequently increase to 98%. The closing of the
above-mentioned transactions is subject to the standard
suspensive conditions for similar initiatives.

ACEA S.p.A.: Moody’s confirms the “Baa2” rating and a
“Stable” outlook

On 13 December 2016, Moody’s reported that it had con-
firmed ACEA's “Baa2” rating and the “Stable” outlook.
The reason given by the Agency for confirming the out-
look is mainly the positive business mix primarily focusing
on regulated activities. The “Baa2” rating reflects, amon%
others, the stable and transparent regulatory framework o
the water segment, solid financial structure and improve-
ment in credit metrics.

SIGNIFICANT EVENTS AFTER THE REPORTING DATE

On 20 February 2017, Acea llluminazione Pubblica sub-
mitted a binding bid in the framework of the tender issued
by Infratel ltalia S.p.A. on behalf of the Ministry of Eco-
nomic Development, in order to support the development
of the infrastructure for the ultra-broadband network in
so-called “white areas” in the Marche and Abruzzo refions

(Batch 3) and Lazio (Batch 4). The scope of the tender is

the awarding of a fixed-term concession for the design and
construction, and also maintenance and management, of a
passive public-owned Ultra Broadband infrastructure and
the simultaneous supply of passive and active services for
access in wholesale mode. The Company had passed the
pre—qualiﬁcation stage for participation in the tender and
was invited to do so on 5 December 2016.
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MAIN RISKS AND UNCERTAINTIES

Due to the nature of its business, the Group is exposed to
various types of risks, and in particular to regulatory risks,
credit ris{s, operating risks, foreign exchange risks, market
risks, liquidity risks and interest rate risks. In order to re-
duce these risks, the Group performs analyses and moni-
toring as described below.

Note that, on the date of preparation of this report on op-
erations, we do not expect the ACEA Group to be exposed
to further risks and uncertainties that may have a signifi-
cant impact on the results of its operations, equity or finan-
cial position, other than those mentioned in this document.

REGULATORY AND LEGISLATIVE RISKS

As is known, the ACEA Group operates mainly in regulated
markets, and changes to rules in these markets as well as
regulations and obligations can have a significant effect on
results and operating performance. Therefore, the Group
has a structure that can consolidate its relations with local
and national governments and regulatory bodies.

This structure monitors regulatory developments in terms
of providing support in the preBaration of comments in the
response to the Consultation Paper, in line with the inter-
ests of Group companies, and in the consistent application
of regulations in corporate procedures and within the elec-
tricity, gas and water businesses.

The territorial and governance regulations of the Integrat-
ed Water Service continue to be subject to specific legis-
lative amendments. with particular regard to the measures
concerning the reordering of the discipline of local public
services o§ economic relevance (MADIA Reform) and of
an environmental nature with the so-called ex Daga law (S

2343), once it has been approved.

Law No. 68 of 22 May 2015 (published in Official Journal
28 No. 122 on May 2015) approved new regulations on en-
vironmental crimes.

In particular, Law 68/2015 introduces the new Title VI-bis
-“grimes against the environment” into the ltalian Criminal
Code amending art. 257 and 260 of Legislative Decree No.
152/2006.

These new crimes add to the list of unlawful acts for which
Authorities can be held responsible in accordance with
Legislative Decree No. 231/2001, requiring an update of

organisational models.

OPERATING AND ENVIRONMENTAL RISKS

ACEA Ato2 - critical situations concerning irregular
discharges

The signature of the Operating Agreement officially sanc-
tionedgthe obligation to transfer ex lege the integrated wa-
ter services of the Municipalities in t%e ATO2 (except for
protected services, and subsequently, on the basis of art.
148, paragraph 5 of Legislative Decree no. 152 of 3 April
2006, also of the municipalities with up to 1,000 residents
which do not have the right to be part of the LW.S.). In
truth, the times and procedures for the implementation of
said transfer were not observed both due to the unwilling-
ness of some Municipal Authorities to transfer the Service,
and as it was impossible for the Operator, in particular from
2008, to take over the management of water, sewerage and
waste water treatment plants that did not comply with the
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provisions of the laws in force to avoid exposing both the
Operator and/or its Executives to the consequent criminal
charges applied by the magistracy.
The most critical situations in fact are discharges that are
still not treated and/or existing waste treatment plants
that must be requalified and/or upgraded to meet the new
emissions limits set down by the Supervisory and Control
Authorities as a result of a different evaluation of the hy-
drologic structure of receiving water courses or even, the
nature of the receiving system (soil instead of water) as
some waste water treatment plants discharged onto soil as
the water course was dry when inspected.
The situation represents a real environmental emergenc
requiring administrative action. In fact, in 2008 the Re-
ional Authority signed a “Memorandum of understanding
%or the implementation of extraordinary reclamation of river,
lake and sea resources to solve the discharge emergency in
ATO2 - Central Lazio - Rome” to allocate specific funds for
the implementation of some plans of action to deal with the
emergency.
Today, thanks to a noteworthy technical development and
economic commitment, 161 discharges have been collected
for water treatment. There are still 83 active discharges of
which 51 included in the ACEA Ato2 action plan and 32
that the Municipal or Regional Authorities should eliminate
using public funds.
In early 2016, in the light of resolution 644/15, the up-
date ozthe Plan of Action for the period 2016-2019 was
prepared, with further guidelines up to the end of the con-
cession (2032). This Plan is part of the documentation on
which the tariff request is based, which on the basis of art.
7.5 of Resolution 664/15 has been sent to the AEEGSI for
approval. Said Plan of Action was approved by the Con-
ference of Mayors on 27 July 2016, and subsequently by
the AEEGSI in resolution 674 of 17 November 2016, in the
context of the approval of the specific regulatory frame-
work, containing the tariff predispositions for the period
2016-2019, proposed by the Confjérence of Mayors of the
ATO2 Central Lazio and Rome.

In the initial management years, from 2003 onwards, in-
vestments were made discounting during the start-up
phase of the Integrated Water System the lack of knowl-
edge of the systems acquired over time by the N\unicipal-
ities and the need to prepare a design aimed at solving the
most critical problems, especially t%ose in the health and
safety sector. The times required for this design and the au-
thorisations required to initial worksites have delayed the
realisation of investments in the territory.

The investments made in subsequent year have enabled the
recovery of the gap in preceding years, realising increased
investments compared to those scheduled in the previous
2014-2017 Plan.

The results achieved also benefitted from the widespread
renewal of the organisational system, the processes and the
technological systems used from 2013-2014. This renew-
al has |e<§to improvements in the operating performance
of the Company, optimising the organisational set-ups and
processes and identifying opportunities for synergies and
innovation in support of the strategic objectives.

Thanks to this renewal and the implementation of the de-
sign activities developed in past years, it has been possible
to increase the production of investments for the realisation
of new major works. However, difficulties remain linked to
the authorisation phase of the projects, which is still highly
critical, especially as regards the public utility declaration
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by the Municipalities, particularly Roma Capitale, and the
consequent equity procedures aimed at the acquisition of
new areas necessary for the works.

In this regard, it must be highlighted that an Extraordinary
Commissioner has recently been appointed, by Decree of
the Council of Ministers of 9 November 2015, in order to
remove the criticalities due to the failure by Roma Capi-
tale to declare the public utility of some strategic projects
for overcoming the environmental emergency in the Mu-
nicipality, with specific reference to the important inter-
ventions for the reclamation of some untreated sewerage
discharges, such as: the completion of the Ponte Ladrone
collector, the Crescenza Ill Collector, the Magliana-Magli-
anella VI branch collector, the Acqua Traversa collector,
the Rebibbia collector and the Via Veientana collector.
The 2016-2019 Plan, in addition to continuing the commit-
ment to overcome the environmental emergencies that have
characterised the concession period, also provides for the
increase in the volumes of investment for the expansion and
clearance of the water and sewerage networks, increasing
the scheduled maintenance and not that for damages, and in
the field of treatment, the regularisation of the p%ants sub-
ject to the application of increasingly restrictive authorising
procedures and the start of the plan for the rationalisation
of the plants, aimed at making management more efficient.
In addition to the interventions for the removal of the
aforementioned 51 active discharges, the Plan also includes
interventions for the complete hygiene and sanitary rec-
lamation of the territory of ATO%, such as the refurbish-
ment or enhancement of obsolete purifiers discharging in
the “soil” or in “non-permanent ditches”, according to the
interpretations/evaluations of the authority responsible for
issuing the authorisation or the ascertained change to the
water status of the receiving water courses.

ACEA Ato2 - critical elements of the drinking water system

Two critical elements emerged following the acquisition of

the Integrated Water Service :

« quality of the water flowing out of the source;

« water shortage mainly in the South of Rome.

As for the first point, tKe qualitative and quantitative crisis

caused by the presence in the territory of water sources

that do not comply with the chemical parameters such as

those for arsenic and fluorine, which are naturally found

in underground water sources of volcanic origin, with the

consequent critical situation in terms of the quantity and

quality of the water supplied (Municipalities in the district

of Castelli Romani and in general those in the volcanic ar-

eas of the ATO with over 170,000 inhabitant in fourteen

Municipalities), resulted in the Company having to draw up

restoration plans to put into action to meet the parameters

of Legislative Decree No. 3172001 as implemented in sub-

sequent investment plans of the Area Plan.

For this purpose the following main interventions were

planned and put into action:

« replacement of the local cLualitativelT/ critical sources with
sources characterised by better qualitative properties;

+ mixing water sources free of undesired elements;

« construction ofdrinking water plants using reverse osmo-
sis or filtration technology.

The above activities were completed with the water purifi-

er called “Madrid” going into service in the Municipality of

Trevignano.

Today, as the above activities have been concluded it is

therefore necessary to complete the planned interven-

tions, to guarantee the quality of the water supplied in the

above-mentioned territories also in unfavourable conditions

(such as drought or systems out of service) and increase the

reliability of drinking water plants.

As for the second critical element, in other words the wa-
ter shortage mainly affecting the Colli Albani area, which
is supplied by the Simbrivio aqueduct, the Doganella aq-
ueduct and over 140 local wells, over the years various in-
terventions have attempted to solve this critical situation,
such as taking a branch off the Pertuso spring, putting new
plants, the Arcinazzo tank and the Ceraso “Eooster" plant
into service.

The efforts of the Company will be focused on creating new
plants to increase the available water suEply, especially for
summer, in the Municipalities of Oriolo Romano, Sant’Or-
este, Allumiere (second line), Fiano Romano and Vejano.
As for the second critical element, in other words the wa-
ter shortage mainly affecting the Colli Albani area, which is
supplied by the Simbrivio aqueduct, the Doganella aqueduct
and over 140 local wells, over the years various interventions
have attempted to solve this critical situation, such as tak-
ing a branch off the Pertuso spring, puttin$ new plants, the
Arcinazzo tank and the Ceraso “booster” plant into service.
Furthermore, of the interventions that aim to deal with
the water shortage emergency in the best possible way, in
particular in some municipalities to the south of Rome, in
summer when consumption increases, particular attention
is paid to the management of water resources. For example,
in the Municipality of Velletri, to contain the critical situa-
tion, water was rationed in shifts with information of avail-
ability also provided on company web sites, and Acea Ato 2
used tankers to supply water to the inhabitants. There were
similar problems in the Municipality of Olevano, which
were however solved.

Energy Segment

With regard to the Energy Segment, the main operational
risks linked to the activities of the subsidiaries (Acea En-
ergia and Acea Produzione) can be considered material
damage (damage to assets, shortcomings of suppliers, neg-
ligence), damage due to lost output, human resources and
damage deriving from external systems and events.

To mitigate these ofperational risks, the companies have
taken out a series of insurance policies with leading insur-
ance companies from the start of their operations, to cover
Property Damage, Business Interruption and Third Part Liabil-
ity. Particular attention has been devoted by the companies
to the training of their employees, as well as the definition
of internal organisational procedures and the drafting of
specific job descriptions.

Networks Segment
As regards the Networks Segment, the main risks in the
scope of this industrial segment can be classified as follows :
« risks relating to the effectiveness of the investments for
the replacement/renewal of grids, in terms of expected ef-
fects on the improvement ofgservice continuity indicators;
« risks relating to the quality, reliability and duration of works;
« risks relating to the ability to meet the terms for obtaining
prescribed authorisations, regarding both the construction
and start-up of plants (pursuant to Regional Law 42/90
and related regulations) and performing work (authorisa-
tions of municipalities and other similar authorisations),
according to the need to develop and enhance the plants.
The risk re%ating to the effectiveness of investments basi-
cally stems from the increasingly stringent AEEGSI ser-
vice continuity regulations. The response implemented by
ARETI to deal with this risk consists of strengthening the
analytical tools used in terms of the functioning of the net-
works in order to better orient the investments made (for
example the ORBT Project) and in the application of new
technologies (for example automation of the MV network,
smart grid. etc.).
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As far as the risk linked to work quality is concerned, ARE-
Tl has implemented operational, technical and quality con-
trol systems, including the creation of the Works Inspection
Unit, which forms part of the Quality and Safety depart-
ment. The results of the inspections, which are processed
electronically, give rise to rankings (reputational indicators),
that will be used to award contracts under a "vendor rating”
%ystem, developed in collaboration with the University of
or Vergata (Rome). This system ranks contractors accord-
ing to their reputation, scored on the basis of their ability
to meet the quality and safety standards for contract work.
During the year, the good level in the reputation indicator
was confirmed for companies that worked for ARETI.
The risk relating to the ability to meet deadlines arises
from the number of entities that have to be addressed in
the authorisation procedures and from the considerable
uncertainty linked to the response times of these entities;
the risk lies in the possibility of refusals and/or in the tech-
nical conditions set by the above entities (such as the con-
struction of underground rather than above-ground plants,
with a subsequent increase in plant and operating costs).
It should also be noted that lengthy proceedings result in
higher operating costs, are difficult to deal with for operat-
ing structures (drafting and presentation of in-depth project
examinations, environmental studies, etc.) and require par-
ticipation in service conferences with technical meetings at
the competent offices. However, the substantial risk is still
essentially linked to the non-obtainment of authorisations,
with the result being the inability to upgrade plants and the
subsequent greater risk linked to the technical performanc-
es of the service (at present there are delays in upgrading
the HV network in the coastal area and the Terna proce-
dure to construct a new Castel di Leva primary substation).
Note that a particularly critical point is the long response
times of a number of the administrations contacted.

Environment segment
The waste-to-energy plants, as well as, to a lesser extent,
the waste treatment plants, are highly complex from a
technical point of view, requiring the companies to emplo
ualified personnel and adopt organisational structures wit
a high level of know-how. There are therefore concrete risks
as regards the continuity of performance of the plants, and
also related to the fact that personnel with specific man-
agement expertise (who are Ji)ﬂ:lcult to recruit on the mar-
ket) are leaving the companies.
These risks have been mitigated by implementing speciﬁc
maintenance and management programmes and protocols,
drawn up partly on the%:)asis of the experience acquired in
lant management .
Erom the other viewpoint, the plants and the related ac-
tivities are designed to handle certain types of waste. The
failure of incoming material to meet the necessary spec-
ifications could lead to concrete operational problems,
sufficient to compromise the operational continuity of the
Elants and give rise to risks of a legal nature.
or this reason, specific procedures have been adopted for
monitoring and controlling incoming materials via spot checks
and the analysis of samples pursuant to legislation in force.

MARKET RISK

The Group is exposed to various market risks with particular
reference to the risk of price oscillations for commodities
being bought and sold, interest rate risks and foreign ex-
change risks to a lesser extent. To reduce exposure to within
the feﬁned limits, the Group enters into contracts drawn
up on the basis of the typologies offered by the market.
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Foreign exchange risk

The éroup is not particularly exposed to this type of risk,
which is concentrated in the conversion of the financial
statements of its overseas subsidiaries.

As regards the 20 billion yen Private Placement, the ex-
change rate risk is hedged through a cross currency swap
described in the section on interest rate risk.

Commodity price risk
The Group is exposed to the risk of variations in the price of
electrical energy and natural gas, which can have a signifi-
cant effect on results.
To reduce this risk, the Group adopts a control structure
that analyses and measures exposure to market risk in line
with the Guidelines of ACEA’s Fnternal Control System and
with the general Risk limit criteria of the Energy Segment.
The analysis and management of the risks is carried out
according to a process the rules for which are approved
by the CFO and which involves the execution of activ-
ities throughout the entire year, on the basis of different
frequencies (annual, monthly and daily). The execution of
those activities is distributed between the Risk Control Unit
and the Risk Owners.

Specifically :

o onan annual basis, risk indicator measurements, i.e. limits
in force, must be re-examined, and these must be ob-
served in risk management. These activities are the re-
sponsibility of the Cghief Financial Officer with the help
of Risk Management;

« on a daily basis, the Risk Management Department is re-
quired to check the exposure to market risk of the com-
panies in the Energy Segment and to check compliance
with the limits defined;

» the relevant reports are sent to the Top N\anagement
on a daily and monthly basis. As required by the Internal
Control System, the l{’isk Control Unit is responsible for
sending ACEA’s Internal Audit Department the required
information in the proper format.

The risk limits of the Energy Segment are defined in such

a way as to:

« minimise the overall risk of the entire segment,

» guarantee the necessary oierating flexibility in the provi-
sioning of commodities and hedging activities ,

« reduce the possibility of over-hedging deriving from the
variation in expected volumes for the definition of hedges.

Market risk can be described as the "Price Risk", i.e. the

risk related to the variation in commodity prices, and the

"Volume Risk", i.e.:

« for Acea Energia this is the risk connected with the varia-
tion in the volumes effectively sold compared to estimated
volumes in sales contracts with end users (sales profiles),

o for Acea Produzione this is the risk related to the varia-
tion in the volumes produced and volumes sold.

Risk analysis and management objectives are as follows:

. to]JJrotect the primary margin against unforeseen and
unfavourable short-term shocks in the energy market
which affect revenues or costs,

« to identify, measure, manage and represent the exposure
to risk of all ACEA companies operating in the Ignergy
Segment,

« toreduce risks through the preparation and application of
adequate internal controls, procedures, information sys-
tems and expertise,

» delegate the job of deﬁning the necessary strategies
for hedging individual risks to Risk Owners, in respect of

re-established minimum and maximum levels.

The evaluation of risk exposure involves the following activities:

« aggregation of the commodities and structure of the risk
books,
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» detailed analysis of the time pattern of purchases and
sales and limiting open positions, namely t}F:e exposure to
physical purchases and sales of individual commodities,
within set volume limits;

« creation of reference scenarios (prices, indices),

» calculation of risk indicators/metrics (Volumetric expo-
sure, VAR, portfolio PAR, price range),

» checking compliance with risk limits in force.

The activities of the Risk Management Department also in-

clude daily and “per event” cosiﬁed checks on the respect

of the procedures and risk limits, also in order to respect

Law 262/05.

Interest rate risk

The ACEA Group’s approach to managing interest rate risk,
which takes the structure of assets and the stability of the
Group’s cash flows into account, has essentially been tar-
getecf up to now, at hedging funding costs and stabilising
cash flows, in such a way as to safeguard margins and ensure
the certainty of cash flows deriving from everyday manage-
ment activities.

The Group’s approach to managing interest rate risk is,
therefore, prucrent and the methods used tend to be static
in nature.

Specifically, a static (as opposed to dynamic) approach
means adopting a type of interest rate risk managbement that
does not require daily activity on the markets, but period-
ic analysis and control of positions based on specific needs.
This type of management therefore involves daily activity in
the markets, not for trading purposes but in order to hedge
the identified exposure in tEe medium/long term.

ACEA has, up to now, opted to minimise interest rate risk
by choosing a mixed range of fixed and floating rate funding
Instruments.

As is known, fixed rate funding enables an operator to be
immune from the cash flow risﬁ, in as much as it stabilises
the financial outflows, whilst heightening exposure to the
fair value risk in terms of changes in the market value of the
debt stock.

Liquidity risk

The Group policy for managing liquidity risk, for both
ACEA and its subsidiaries, invoﬁ/es the adoption of a fi-
nancial structure which, coherent with business objectives
and within the limits defined by the Board of Directors,
guarantees a suitable liquidity level that can meet financial
requirements, while maintaining an appropriate balance be-
tween maturity and composition of debt.

The liquidity risk management process, which uses finan-
cial instruments for planning suitable expenditure and in-
come for optimal treasury management and in order to
monitor the trends in the consolidated financial debt, is
realised through the centralised management of the trea-
sury, through both the support and assistance supplied by

the subsidiary companies and the associates which are not
hedged by a centralised financing contract.

Credit risk

ACEA drew up the guidelines of the credit policy some time
ago, and they are currently being updated to make them
consistent with the Acea 2.0 project and the Credit Risk
Profiling project, in which different credit management
strategies have been identified. The Collection Strategy pro-
vides that the credit is managed taking into account both
the type of customer (public and private) and the conduct
of eacE individual customer (performance score). The credit
check system has been in use for 2 years now on non-reg-
ulated markets, through which all new mass market and
small business customers are subjected to checks through
customised scorecards; the evaluation of the Large Business
customers is done through an approval workflow with deci-
sion-making bodies, in compliance with the expected level
of exposure of the supply.

The dynamic management of the debt collection strat-
egies 1s done in the billing system for active customers
and through a s ecific management system for inactive
customers. The XceaZ.O Project also includes a thorough
review of the credit management system in terms of both
applicative mapping and the stan!ardisation of activities
for all companies in the Group, with the definition of a new
Collection Strategy that is fully integrated in the systems.
From an organisation point of view, centralised manage-
ment was further enhanced during the year through the
setting-up of a new department within the Parent Com-
pany, responsible for the credit and debt collection policies
concerning old customers or those with significant expo-
sure levels. The structures of the individual companies re-
sponsible for credit management report to the ACEA de-
partment, which ensures the end to end supervision of the
entire process.

As in previous years, the Group has undertaken pro soluto
sale, revolving and spot transactions to private customers
and Public Administrations this year as well. These trans-
actions have thus led to the complete elimination from the
financial statements of the corresponding assets sold, given
that all the related risks and benefits were transferred with
them.

Risks relating to rating

Access to the capital market and other forms of fundin

and the related costs, depends amongst other things o%
the Groups credit rating.

A reduction in the credit rating by rating agencies could
represent a limiting factor for access to the capital market
and increase collecting costs with the consequent negative
effects on the equity, economic and financial standing of
the Group.

ACEA's current rating is shown in the following table.

Company M/L Term Short Term Outlook Date
Fitch BBB+ F2 Stable 03/08/2016
Moody's Baa2 Na Stable 13/12/2016

Note that on 27 April 2016, on request by ACEA, Stan-
dard & Poor’s withdrew its ratings o? the Company and the
bonds currently in circulation after confirming the rating
of “BBB-“ on the long-term debt and “A-3” on the short-
term debt, with a “Stable” outlook. This decision is the re-

sult of a detailed review, based among other things on the
disagreement with the evaluation method used by Standard
& Poor’s, which does not reflect the significant industrial
and financial improvements of the ACEA Group in recent
years.
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OPERATING OUTLOOK

The ACEA Group’s results at 31 December 2016 exceed
the forecasts even net of the two main extraordinary items,
concerning on one hand the elimination of the so-called

regulatory lag and on the other the effects of the partial
buyback of Bonds.

The ACEA Group is continuing to rationalise and increase
the efﬁciency of both corporate processes and operation-
al processes in all business and corporate segments. These
goals are pursued also through an extensive development of
the IT systems, so that the Company can manage networks
and provide services in an innovative way.
The technological development and the change in custom-
ers habits and expectations have created the need for a
deep-rooted change in ACEA which is not just technologi-
cal, but also in organisational and cultural terms. The name
of this change is EceaZ.O.
The digitalisation of processes started in 2015 was the start
of a real business tronsﬁormation which involved the reorgan-
isation of business with a major focus on the people who are
requalified and totally dedicated to the process of change.
The plan is the realisation of the compaay’s desire to make
signiﬁcant investments which, without affecting the solidity
of the Group’s financial structure, will have an immediate
positive impact on performance, the EBITDA and the bill-
W and receipt processes.

ith this process of change and modernisation ACEA will
create a Group where competitiveness and the central role
played by the customer, become a focus for growth.

REPORT ON OPERATIONS

Furthermore, we will continue to focus more and more
on implementing all the necessary measures aimed at
constantly improving the billing and sales process in or-
der to contain working capital growth and the Group's

debt.

The ACEA Group's financial structure is solid for years to
come. As at 31 December 2016, 730.% of the debt is fixed
rate, so as to ensure protection against any increases in in-
terest rates as well as any financial or credit volatility. The
issuing of the € 500 million bond, which has a duration of
10 years and is fixed rate, is aimed primarily at refinanc-
ing the two bonds expiring in 2018 and 2025 bought back
by ACEA. Both transactions, the buy back and new issue,
are aimed at obtaining an extension of the average lifes-
pan of the net debt of the Company, from 6 years as at 30
September 2016 to 7 years following these transactions. It
must also be noted that the reduction in average cost of
debt decreased from 3.16% in September 2016 to 2.94% at

the end of December.

For 2017, Acea expects the following like-for-like perfor-

mance:

 anincrease in EBITDA in the range of 4% to 6%, with the
adjusted 2016 Margin (€ 785 million) as the base refer-
ence;

o investments in line with 2016 (€ 530 million), the finan-
cial year in which the hiﬁhest ever capex was recorded;

« net debt at year end of between € 2.3 and € 2.4 billion.

65



66

RESOLUTIONS ON PROFIT FOR THE YEAR
AND DISTRIBUTION TO SHAREHOLDERS

Dear Shareholders,

in inviting you to approve the financial statements, we pro-

pose that the profit of € 108,610,120.05 for the year end-

ed on 31 December 2016 be allocated as follows :

+ €5,430,506.00 to the legal reserve, equal to 5% of the

rofit,

« €103,085,734.90 to Shareholders, corresponding to a
unit dividend of € 0.485

o € 93,879.15 to retained income.

It is also proposed that the amount of € 28,693,967.45, cor-
responding to a unit dividend of € 0.135, be allocated through

the use of the reserves of profits from previous years.

The total dividend (coupon no. 18) of € 131,779,702.35,
equal to € 0.620 per share, will be paid out as of 21 June
2%17, with coupon detachment on 19 June and record date

on 20 June.

At the date of approval of the financial statements, trea-
sury shares total 416,993.

ACEAS.p.A.
The Board of Directors
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FORM AND STRUCTURE

GENERAL INFORMATION

The ACEA S.p.A. financial statements for the financial
Eear as at 31 December 2016 were approved by Board of

irectors’ resolution on 13 March 2017. ACEA is an ltalian
joint-stock company, with its registered office in Piazzale
Ostiense 2, Rome, whose shares are traded on the Milan

Stock Exchange.

COMPLIANCE WITH IAS/IFRS

The financial statements have been prepared under the Inter-
national Financial Reporting Standards (IFRS) effective at the
balance sheet date, approved by the International Account-
ing Standards Board (IASB) and adopted by the European
Union, consisting of the International Financial Reporting
Standards (IFRS), International Accounting Standards (IAS)
and interpretations of the International Financial Reporting
Interpretations Committee (IFRIC) and Standing Interpreta-
tions Committee (SIC), collectively referred to as “IFRS" and
in accordance with art. 9 of Legislative Decree 38/05.

Acea S.p.A. has adopted the International Financial Report-
ing Standards (IFRS) as of 2006, with the date of transition
to IFRS established as 1 January 2005. The last financial
statements prepared under ltalian accounting standards re-

late to 31 December 2005.

BASIS OF PRESENTATION

The Financial statements for the year ended 31 Decem-
ber 2016 consist of the Statement of Financial Position,
Income Statement, Statement of Comprehensive Income,
Statement of Cash Flows and Statement of Changes in
Shareholders’ Equity, all of which have been prepared un-
der IAS 1. They also include notes prepared under the IAS/
IFRS currently in effect.

[t must be noted that the income statement is classified on
the basis of the nature of expenses, the statement of finan-
cial position is based on the liquidity method by dividing be-
tween current and non-current items, whilst the statement
of cash flows is presented using the indirect method.

The Financial statements for the year ended 31 Decem-
ber 2016 have been prepared in Euros and all amounts have
been rounded off to the nearest thousand euros, unless
otherwise indicated .

ALTERNATIVE PERFORMANCE INDICATORS

On5October2015,the ESMA (European Security and Markets
Authority) published its own guidelines (ESMA/2015/1415)
on the criteria for the presentation of the alternative perfor-
mance indicators, which replaced the recommendations of
CESR/05-178b as of 3 July 2016. These guidelines have been
acknowledged in our system by Notification no. 0092543 of
3-12-2015 emanated by CONSOB. The content and mean-
ing of the non-GAAP measures of performance and other
alternative performance indicators used in these financial
statements are illustrated below:
1. for the ACEA Group, gross operating profit is an oper-
ating performance indicator and as of 1 January 2014,

includes the summary result of the joint ventures for
which the consolidation method has been changed as a
consequence of the entry into force of international ac-
counting standards IFRS10 and IFRS11. The gross oper-
ating profit is the sum of Operating profit and "Amortisa-
tion, depreciation, provisions and impairment charges” as
they are the main non-cash items. It must be noted that
the adjusted economic data does not include the posi-
tive e#ect as a result of the elimination of the so-called
regulatory lag and the negative effect as a result of the
buyback of a portion of the bonds issued;

2. the net financial position is an indicator of the ACEA
Group’s financial structure, the sum of Non-current
borrowings and Financial liabilities net of Non-current
financial assets (loans and receivables and securities oth-
er than equity investments), Current borrowings and
Other current liabilities net of current financial assets,
cash and cash equivalents;

3. net invested capital is the sum of “Current assets”,
“Non-current assets” and Assets and Liabilities held for
sale, less “Current liabilities” and “Non-current liabili-
ties”, excluding items taken into account when calculat-
ing the net financial position;

4. net working capital is the sum of the current receivables,
inventories, balance net of other current assets and lia-
bilities and current Payables, excluding the items consid-
ered in the calculation of the net financial position.

USE OF ESTIMATES AND ASSUMPTIONS

In application of IFRS, preparation of the Financial State-
ments requires management to make estimates and as-
sumptions that affect the reported amounts of revenue,
costs, assets and liabilities and the disclosure of contingent
assets and liabilities as at the reporting date. In making the
estimates for the financial statements, the main sources
of uncertainty that may have an impact on the evaluation
processes are also considered. The actual amounts may
differ from such estimates. Estimates are used for the
recognition of provisions for credit risk, obsolescent in-
ventories, impairment charges incurred on assets, the re-
coverability of prepaid tax assets, employee benefits, fair
value of derivatives, revenue, taxes and other provisions.
The original estimates and assumptions are periodically re-
viewed and the impact of any change is recognised in the
income statement.

The estimates have also taken into account assumptions
based on market and regulatory parameters and informa-
tion available when the financial statements were drawn
up. The current events and circumstances affecting the as-
sumptions as regards future development and events may,
however, change as a result, for example, of changes in the
market trends or applicable regulations that are beyond the
control of the Company. These changes in assumptions are
also reflected in the financial statements when they arise.
In addition, it should be noted that certain estimation pro-
cesses, particularly the more complex such as the calcula-
tion of any impairment of non-current assets, are generally
performed in full only when draFtin% the annual financial
statements, unless there are signs of impairment that call
for immediate impairment testing.

For more details on the methods in question, reference is
made to the following paragraphs.
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ACCOUNTING STANDARDS AND

MEASUREMENT CRITERIA

The most significant accounting standards and policies are
described below.

NON-CURRENT ASSETS HELD FOR SALE

Non-current assets (and assets included in disposal groups)
classified as held for sale are accounted for at the lower of their
K;’evious carrying amount and their market value less sale costs.

on-current assets (and assets included in disposal groups)
are classified as held for sale when their carrying amount is
expected to be recovered through a sale transaction rath-
er than through their continued use. This condition is only
met when the sale is highly probable, the asset (or asset in-
cluded in a disposal group) is available for immediate sale in
its present condition and management is committed to the
sale, which is expected to take place within twelve months
of the classification of this item.

EXCHANGE RATE DIFFERENCE

Acea S.p.A. and its European subsidiaries have adopted
the Euro (€) as their functional and presentation curren-
cy. Foreign currency transactions are initially recognised at
the exchange rate on the date of the transaction. Foreign
currency monetary assets and liabilities are translated into
the functional currency using the exchange rate valid at
the end of the reporting period. Exchange differences are
recognised in the income statement, with the exception of
differences deriving from foreign currency loans taken out
in order to hedge a net investment in a foreign entity. Such
exchange differences are taken directly to shareholders’
equity until disposal of the net investment, at which time
any differences are recognised as income or expenses in the
income statement. The tax effect and tax credits attribut-
able to exchange differences deriving from this type of loan
are also taken Sirectly to shareholders’ equity. Foreign cur-
rency non-monetary items accounted for at historical cost
are translated at the exchange rate valid on the date the
transaction was initially recorﬁed. Non—monetary items ac-
counted for at fair value are translated using the exchange
rate valid at the date the value was determined.

The functional currency used by the Group’s Latin Amer-
ican companies is their official national currency. At the
date of closure of the financial statements, the assets and
liabilities of these companies are converted into ACEA
S.p.As presentation currency at the exchange rate on the
date of closure of the financial statements, whilst income
and expenses are converted at average rates for the period
or at the rates valid at the date of the related transactions.
Conversion differences, resulting from the use of different
rates to convert income and expenses as o osed to assets
and liabilities, are taken directly to sharehoi)ci)ers’ equity and
are recognised separately in an appropriate reserve allo-
cated for the purpose. On disposal of a foreign economic
activity, the cumulative exchange differences deferred in a
separate component of shareholders’ equity are recognised
in the income statement.

ACEA S.P.A. FINANCIAL STATEMENTS

REVENUE RECOGNITION

Revenue is recognised when the amount of revenue can
be reliably measured and it is probable that the economic
benefits associated with the transaction will flow to Acea
S.p.A., and is measured at fair value of the consideration
received or to be received. Depending on the type of trans-
action, revenue is recognised on the basis of the following
specific criteria:

Sale of goods
Revenue is recognised when the signiﬁcant risks and re-
wards of ownership of the goods have been transferred to

the buyer.

Rendering of services

Revenue is recognised with reference to the stage of com-
pletion of the transaction based on the same criteria used
for contract work in progress. When the amount of the rev-
enue cannot be reliably determined, revenue is recognised
only to the extent of the recognised expenses that are re-
coverable.

FINANCIAL INCOME

Interest income is recognised on a time proportion basis
that takes account of the effective yield on the asset (the
rate of interest required to discount the stream of future
cash receipts expected over the life of the asset to equate
to the initial carrying amount of the asset). Interest is ac-
counted for as an increase in the value of the financial as-
sets recorded in the accounts.

DIVIDEND INCOME

Dividend income is recognised when the shareholder’s un-
conditional right to receive payment is established. Divi-
dend income s classified as a component of financial in-
come in the income statement.

GRANTS

Grants related to plant investments received from both
public and private entities are accounted for at fair val-
ue when there is reasonable assurance that they will be
received and that the envisaged conditions will be com-
plied with. Grants related to specific plants whose val-
ue is recorded under plant, property and equipment are
recognised as non-current liabilities and progressively
recognised in the income statement on a straight-line
basis over the useful life of the asset to which they refer.
Grants related to income (disbursed in order to provide
an enterprise with immediate financial aid or as com-
pensation for expenses and losses incurred in a previous
period) are recognised in the income statement in full,
once the conditions for recognition have been complied
with.
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CONSTRUCTION CONTRACTS IN PROGRESS

Construction contracts in progress are accounted for on
the basis of the contractual payments accrued with rea-
sonable certainty, according to the percentage of com-
pletion method ( cost to cost), attributing revenue and
profits of the contract to the individual reporting periods
in proportion to the stage of contract completion. Any
positive or negative difference between contract revenue
and any prepayments received are recognised under the
assets or liabilities.

In addition to contract fees, revenue from construction
contracts in progress includes variations, price changes and
the payment of incentives to the extent that it is probable
that they will form part of actual revenue and that they
can be reliably determined. Expected losses are recognised
regardless of the stage of contract completion.

BORROWING COSTS

Borrowing costs that are directly attributable to the ac-
quisition, construction or production of a qualifying as-
set (an asset that necessarily takes a substantial period
of time to get ready for its intended use or sale) are cap-
italised as part of the cost of the asset until it is ready for
use or sale. Income on the temporary investment ot the
borrowings is deducted from the capitalised borrowing
costs.

All other costs of a similar nature to these are recognised
to the income statement from the moment in which
they are incurred.

EMPLOYEE BENEFITS

Post-employment employee benefits in the form of de-
fined benefit and defined contribution plans (such as
Staff Termination Benefits, Bonuses, Tariff Subsidies,
as described in the notes) or other long-term benefits
are recognised in the period in which the related right
accrues. The valuation of the liabilities is performed by
independent actuaries. Such funds and benefits are not
financed.

The cost of the benefits involved in the various plans is
determined separately for each plan based on the actu-
arial valuation method, using the projected unit credit
method to carry out actuarial valuations at the end of
the reporting period.

The profit and loss deriving from the actuarial calcula-
tions are recorded in the operating profit, therefore in
a specific Equity Reserve, and are not subject to subse-
quent recognition in the income statement.

TAXATION

Income taxes for the period represent the aggregate amount
of current taxes (uncrer the tax consolidation arrangement)
and deferred taxes.

Current taxes are based on the taxable profit (tax loss) for the
period. Taxable profit (tax loss) differs from the accounting
profit or loss as it excludes(fositive and negative components
that will be taxable or deductible in other periods and also
excludes items that will never be taxable or deductible. Cur-
rent tax liabilities are calculated using the tax rates enacted or
substantively enacted at the end of the reporting period, and
taking account of tax instruments permitted by tax legislation
(the gomestic tax consolidation regime, tax transparency).
Deferred taxes are the taxes expected to be paid or re-
covered on temporary differences between the carrying
amounts of assets and liabilities in the Statement of Finan-
cial Position and the corresponding tax bases, accounted for
using the equity liability method. %eferred tax liabilities are
generally recognised on all taxable temporary differenc-
es, whilst deferred tax assets are recognised to the extent
that it is probable that future taxable proﬁt will be available
against which the temporary difference can be utilised.
Tﬁe carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that, based on
the plans approved by the Board of Directors, it is no longer
probable that sufficient future taxable profit will be available
against which all or part of the assets can be recovered.
Deferred taxes are determined using tax rates that are ex-
pected to apply to the period in whicﬁ the asset is realised or
the liability settled. Deferred taxes are directly recognized in
the income statement, with the exception of those relating
to items directly recognized in shareholders’ equity, in which
case the relateg/deferred taxes are also recognizet]in equity.

TANGIBLE ASSETS

Tangible assets are stated at cost, including any directly at-
tributable and necessary costs for making the asset opera-
tional for the use for which it is intended, less accumulated
depreciation and any accumulated impairment charges.
The cost includes the costs of dismantﬁn and removing the
asset and cleaning up the site at which the asset was locat-
ed, if covered by the provisions of |AS 37. Each component
of an asset with a cost that is significant in relation to the
total cost of the item, and having a different useful life, is
considered separately in determining the amortisation.
Land, whether free of constructions or annexed to civil and
industrial buildings, is not depreciated as it has an unlimited
useful life.

Amortisation is calculated on a straight-line basis over the
expected useful life of the asset, applying the following rates:

Description Economic/technical rate

MIN MAX
Plant and machinery used in operations 1.25% 6.67%
Other plant and machinery 4%
Industrial and commercial equipment used in operations 2.5% 6.67%
Other industrial and commercial equipment 6.67%
Other assets used in operations 12.50%
Other assets 6.67% 19%
Motor vehicles used in operations 8.33%
Other motor vehicles 16.67%
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Plant and machinery in the course of construction for use in
operations, or for purposes yet to be determined, is stated
at cost, less any impairment charges. The cost includes any
professional fees and, in the case of certain assets, interest
expense capitalised in accordance with the Company’s ac-
counting policies. Depreciation of such assets, in line with
all the other assets, begins when they are ready for use. In
the case of certain complex assets subject to performance
tests, which may be of a prolonged nature, readiness for use
is recognised on completion of the related tests.

Tangible assets are subject annually to a recoverability anal-
ysis to record any losses in value (impairment): this analysis
is conducted in respect of each tangible assets or, if neces-
sary, in respect of each cash flow generating unit.

All assets held under a financial lease are amortised over their
expected useful life, in line with assets that are owned, or, if
lower, on the basis of the expiry dates of the lease contracts.
Gains and losses deriving 1’From the disposal or retirement
of an asset are determined as the difference between the
estimated net disposal proceeds and the carrying amount
of the asset and are recognised as income or expense in the
iIncome statement.

INVESTMENT PROPERTY

Investment property, represented by property held to earn
rentals or for capital appreciation or both, is stated at the

urchase cost, including any negotiating costs less accumu-
E‘:\ted amortisation and any impairment charges.
Amortisation is calculated on a straight-line basis over the
expected useful life of the asset. The rates applied range
from a minimum of 1.67% to a maximum of 11.11%.

Investment property is eliminated from the accounts when
they are sold or when the property is unusable over the
long-term and its sale is not expected to provide future
economic benefits.

Sale and lease-back transactions are accounted for based
on the substantial nature of the transaction considered in
overall terms. Reference should therefore be made to the
policy adopted for Leasing.
Any gain or loss deriving rom the elimination of an invest-
ment property is recognised as income or expense in the
income statement in the period in which the elimination
takes place.

INTANGIBLE ASSETS

Intangible assets acquired separately or deriving from a
business combination
Intangible assets acquired separately are capitalised at cost,
whilst those deriving from a Eusiness combination are capi-
talised at fair value at the date of acquisition.
After initial recognition, an intangible asset is carried at
cost. The useful |h§e of an intangible asset may be defined as
finite or indefinite.
Intangible assets are subject annually to a recoverability
analysis to record any losses in value (impairment): this
analysis is conducted in respect of each tangible assets or,
if necessary, in respect of each cash flow generating unit.
The useful life of an asset is reviewed annually and, where
applicable, any adjustments are made on a prospective basis.
ains and losses deriving from the disposal of an intangible
asset are determined as the difference between the esti-
mated net disposal proceeds and the carrying amount of
the asset and are recognised as income or expense in the
income statement.
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Research and development costs

Research and development costs are recognised as an ex-
pense during the period in which they are incurred. Devel-
opment costs incurred in relation to a speciﬁc project are
capitalised when there is reasonable assurance that they will
be recovered in future periods. After initial recognition, such
costs are carried at cost, which may be reduced Ey any accu-
mulated amortisation or accumulated impairment charges.
Each capitalised development cost is amortised throughout
the period in which the related project is expected to gen-
erate future economic benefits.

The carrying amount of development costs is subject to an an-
nual impairment review when the asset is not yet in use, or more
frequently when an indicator during the period raises doubts
about whether or not the carrying amount is recoverable.

Brands and patents

These assets are initially recognised at cost and amortised

on a straight-line basis over the useful life of the asset.

With regard to the amortisation rates, the following is noted:

« development costs are amortised on a straight-line basis
over a period of five years based on the expected residual
useful life of the asset;

« intellectual property costs are amortised on the basis of a
period of presumed utility of three years.

LOSSES IN VALUE (IMPAIRMENT)

As at the closure date of each financial statements, ACEA
S.p.A. reviews the value of its tangible and intangible assets
and its equity investments to assess whether there is any
indication that an asset may be impaired. If any indication
exists, the Group estimates the recoverable amount of the
asset in order to determine the impairment charge.

When it is not possible to estimate the recoverable amount of the
individual asset, ACEA S.p.A. estimates the recoverable amount
of the cash flow generating unit to which the asset belongs.
Intangible assets with indefinite useful lives, including good-
will, are tested for impairment annually and each time there
is any indication that an asset may be impaired, in order to
determine the impairment charge.

The recoverable amount is the higher of an asset’s fair value
less costs to sell and the value in use. In calculating value
in use, future cash flow estimates are discounted using a
pre—tax rate that reflects current market assessments of
the value of money and the risks specific to the business.

If the recoverable amount of an asset (or cash flow generat-
ing unit) is estimated to be less than its carrying amount, the
carrying amount is reduced to its recoverable amount. An
impairment charge is immediately recognised as an expense
in the income statement, unless the asset is represented by
land or buildings, other than investment property, carried
at a revalued amount, in which case the impairment charge
is treated as a revaluation decrease.

When an impairment no longer exists, the carrying amount
of the asset (or cash-generating unit), with the exception
of goodwill, is increased to its new estimated recoverable
amount. The reversal must not exceed the carrying amount
that would have been determined (net of amortisation or
depreciation) had no impairment charge been recognised
for the asset in prior periods. The reversal of an impairment
charge is recognised immediately as income in the income
statement, unless the asset is carried at a revalued amount,
in which case the reversal is treated as a revaluation increase.
Where an impairment charge is recognised in the income
statement, it is included among amortisation, depreciation
and impairment charges.
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EQUITY INVESTMENTS

Equity investments in subsidiaries and associates are rec-
ognised in the statement of financial position at cost, after
taking account of any impairment of the value of individ-
ual investments. The purchase or subscription cost, in the
case of investments transferred, corresponds to the value
estimated by independent experts in accordance with art.
2343 of the Italian Civil Code.

Any excess in the cost of the acquisition over the Com-
pany’s interest in the fair value of the investee company’s
shareholders’ equity at the date of the acquisition is rec-
ognised as ﬁoo will. Goodwill is included in the carrying
amount of the equity investment and subject to impairment
reviews and depreciated if necessary. Any resulting impair-
ment charges are not reversed if the circumstances that led
to the imPairment no longer exist.

The portion of an impairment that exceeds the value of
shareholders’ equity is posted to provisions for liabilities and
charges, despite the existence of receivables due and until
the c%aim on such receivables is formally waived. The cost of
liquidating equity investments is taken into account in the
measurement of the investments themselves, regardless of
any provisions posted in the financial statements of the re-
lated companies.

Equity investments in other companies, held as non-current
financial assets and not for trading, are accounted for at fair
value if determinable: in this case, (air value gains and losses
are recognised directly in shareho ders’ equity until the in-
vestment is sold, when all the accumulated gains and losses
are recognised in the income statement for the period.
E(}uity investments in other companies for which the fair
value is unknown are accounted for at cost and written
down in the event of anything other than a temporary im-
pairment. Dividend income is recognised in the income
statement when the right to receive payment is established
and when deriving from distributions of profits subsequent
to acquisition of the equity investment. Should dividend
income derive from the distribution of reserves formed pri-
or to acquisition of the investment, the amount received
is accounted for as a reduction of the cost of the equity
iInvestment.

TREASURY SHARES

The cost of purchasin treasury shares is accounted for as a
reduction oFsharehol ers’ equity. The effects of any subse-

uent transactions involving the shares are also recognised
jirectly in shareholders’ equity.

FINANCIAL INSTRUMENTS

Financial assets and liabilities are recognised at the time
ACEA S.p.A. becomes party to the contract terms appli-
cable to the instrument.

Financial assets related to service concession arrangement
With reference to the application of IFRIC 12 to the public
lighting service concession, ACEA adopted the Financial
Asset Model recognizing a financial asset to the extent
that it has an unconditional contractual right to receive
cash flows.

Trade receivables and other assets

Trade receivables, which have normal commercial terms,
are recognised at face value less estimated provisions re-
flecting the impairment of receivables.

The estimate of uncollectable amounts is made when it is
deemed probable that the company will no longer be able
to recover the entire amount due.

Trade receivables refer to the invoiced amount which, at the
date of these financial statements, is still to be collected, as
well as the receivables for revenues for the period relating
to invoices that will be issued later.

Financial assets

Financial assets are recognised and derecognised at the
trade date and initially recognised at cost, inc%uding any di-
rectly attributable acquisition costs.

At each future balance sheet date, the financial assets that
the Group has a positive intention and ability to hold to ma-
turity (held-to-maturity financial assets) are recognised at
amortised cost using the effective interest method, less any
impairment charges applied to reflect impairments.
Financial assets other than those held to maturity are clas-
sified as held for trading or as available for sale, and are stat-
ed at fair value at the end of each period.

When financial assets are held for trading, gains and loss-
es deriving from changes in fair value are recognised in the
income statement for the period. In the case of financial
assets that are available for sale, gains and losses deriving
from changes in fair value are recognised directly in a sep-
arate item of shareholders’ equity until they are sold or
impaired. At this time, the total gains and losses previous-
ly recognised in equity are recycled through the income
statement for the period. The total loss must equal the dif-
ference between the acquisition cost and current fair value.

The fair value of financial instruments traded in active mar-
kets is based on quoted market prices (bid prices) at the end
of the reporting period. The fair value of investments that are
not traded in an active market is determined on the basis of
quoted market prices for substantially similar instruments,
or calculated on the basis of estimated future cash flows
Eenerated by the net assets underlying the investment.

urchases and sales of financial assets, which imply delivery
within a timescale generally defined by the regulations and
practice of the market in which the exchange takes place,
are recognised at the trade date, which is the date the
Group commits to either purchase or sell the asset.

Non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market are ini-
tially stated at fair value.

After initial recognition, they are carried at the amortised
cost on the basis of the effective interest rate method.

At each end of reporting period, the Group assesses if a
financial asset, or a group of financial assets have been
impaired. A financial asset or a group of financial assets
is subject to impairment if, and only if, there is evidence
of impairment, as a consequence of one or more events
that occurred after initial recognition, which had an im-
pact on future estimated cash flows. Impairment can be
shown by indicators such as financial difficulties, failure
to meet obligations, non-payment of significant amounts,
probability t%at the debtor goes bankrupt or is subject to
another form of financial reorganisation, and if objective
data show that there is a measurable decrease in future
estimated cash flows.

Cash and cash equivalents

Cash and cash equivalents include cash on hand and bank
accounts and deposits reimbursable on demand and oth-
er highly liquid sﬁort—term investments, which are readily
convertible into cash and are subject to an insignificant im-
pairment risk.
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Financial liabilities

These are stated at amortised cost. Specifically, the costs
incurred in borrowing the loans (transaction costs) and any
issue premiums or (fiscounts are recognised as direct ad-
Jjustments tro the nominal borrowing value of the loan. The
net financial costs are consequently re-calculated on the
basis of the effective interest rate method.

Derivative financial instruments

Derivative financial instruments are initially recognised at
cost and then re-measured to fair value at subsequent re-
porting dates. They are designated as hedging instruments
when the hedging relationship is formally documented at its
inception and the periodically verified effectiveness of the
hedge is expected to be high.

Fairgi/alue Hedges are recognised at fair value and any gains
or losses are recognised in the Income Statement. Any
gains or losses resulting from the fair value measurement of
the hedged asset or liability are similarly recognised in the
Income Statement.

In the case of Cash Flow Hedges, the portion of any fair
value gains or losses on the hedging instrument that is de-
termined to be an effective hegge is recognised in share-
holders’ equity, whilst the ineffective portion is recognised
directly in the Income statement.

Trade payables

Trade payables, which have normal commercial terms, are
stated at face value.
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ELIMINATION OF FINANCIAL INSTRUMENTS

Financial assets are eliminated when ACEA S.p.A. has
transferred all the related risks and the right to receive cash
flows from the investments.

A financial liability (or portion of a financial liability) is elim-
inated from the Statement of Financial Position when, and
only when, it is extinguished, i.e. when the obligation spec-
ified in the contract is either fulfilled, cancelle(?or expires.
If a previously issued debt instrument is repurchased, the
debt is extinguished, even if the Group intends to resell it
in the near %uture. The difference between the carrying
amount and the amount paid is recognised in the income
statement.

PROVISIONS FOR LIABILITIES AND CHARGES

Provisions for liabilities and charges are made when ACEA
has a present (legal or implicit) obligation to meet as a re-
sult ofa past event, should it be probable that an outflow of
resources be required to settle tﬁe obligation and the relat-
ed amount has been reliably estimated.

Provisions are measured on the basis of Management’s best
estimate of the expenditure required to settle the present
obligation at the end of the reporting period, and are dis-
counted when the effect is significant.
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ACCOUNTING STANDARDS, AMENDMENTS,
INTERPRETATIONS AND IMPROVEMENTS
APPLIED FROM 1JANUARY 2016

As of 1 January 2016, the following documents have come
into force, previously issued by the IASB and endorsed by
the European Union, containing amendments to the inter-
national accounting standards:

IFRS 11: JOINT ARRANGEMENTS
On 7 May 2014 the IASB published the above Amend-

ments to explain the accountinE principles for acquisitions
of interest in a joint operation that represents a business. If
the joint operation is not a business, the acquisition must
be recognized as separate acquisition of assets and liabilities
without recognition of goodwill, deferred tax assets and by
capitalizing any incidental expenses incurred.

IAS 16: PROPERTY, PLANT AND EQUIPMENT;
IAS 38: INTANGIBLE ASSETS

On 13 May 2014 the IASB published the amendments
to the two standards to explain that the depreciation and
amortization methods based on revenues resulting from the
asset (so-called revenue-based method) are not held to be
appropriate as they only show the flow of revenues resulting
from said asset and not, however, the method in which the
economic benefits incorporated in the asset are used.

IAS 27: SEPARATE FINANCIAL STATEMENTS

By this amendment, the IASB introduced the ability to rec-
ognize investments in subsidiaries, associates or joint ven-
tures in the separate financial statements using the equity
method. This option, which was not permitted%:efore, isin
addition to the other two options that have been retained:
e cost method; or

« at fair value in accordance with |AS 39 or IFRS 9.

The option of using the equity method for all or some cate-
gories of investments will have to be applied retrospectively
in the separate financial statements.

IMPROVEMENTS TO THE INTERNATIONAL

FINANCIAL REPORTING STANDARDS

(2012-2014 CYCLE)

On 25 September 2014 the IASB published the document

“Annual Improvements to IFRSs: 2012-2014 Cycle ”.

The document introduces amendments to the following

standards:

+ IFRS 5 Non-current Assets Held for Sale and Discontin-
ued Operations: this amendment introduces a speciﬁc
guidance on IFRS 5 in case an entity reclassifies an as-
set (or a disposal group) from the held-for-sale category
to the hel -For-cﬁstribution category (or vice versa%, or
when the requirements for classification of an asset as
held-for-distribution are no longer satisfied. The amend-
ments establish that: (i) such reclassification should not
be considered as a change to a marketing plan or to a dis-
tribution plan and that the same classification and evalu-
ation criteria continue to be valid, (ii) the assets that no
longer meet the criteria for the held-for-distribution clas-

sification should be treated the same way as an asset that
ceases to be classified as held for sale.

« IFRS 7 Financial Instruments: Disclosure Servicing contracts
- The document regulates the introduction of additional
guidance to clarify whether a servicing contract constitutes
continuing involvement in a transferred asset for the pur-
pose of disclosures on transferred assets. Paragraph 42C(c)
of IFRS 7 states that an agreement under which an entity
retains the contractual rights to receive the cash flows of a
financial asset but assumes a contractual obligation to pay
the cash flows to one or more entity does not in itself con-
stitute continuing involvement for the purpose of applying
transfer disclosure requirements. However, in practice,
most of the contracts have additional aspects that lead to
residual involvement in the asset: for example, when the
amount and/or the term of the servicing fee are linked to the
amount and/or term of the net collected cash flows. The
proposed amendments, which will be applicable prospec-

tively, should therefore add guidance on this aspect. Appli-

cabiﬁ;y of the amendments to ?FRS 7 on offsetting disclosure to
condensed interim ﬁnoncial statements - 1he document clar-
ifies doubts regarding disclosures about offsetting financial
assets and financial liabilities (effective for accounting pe-
riods beginning on or after 1 January 2013) in the inter-
im financial statements and, where disclosure is required,
whether the obligation applies to all interim financial state-
ments after 1 January 2813 or to the interim report of the
first year of application only. The document clarifies that
the disclosure anut offsetting financial assets and liabilities
is not explicitly required for alﬁnterim financial statements.
However, such disclosures may be necessary to fulfil the
requirements of IAS 34, if the information is material.

« |IAS 19 Employee Beneﬁts - Discount rate: regional mar-
ket issue This document introduces amendments to |AS
19 to clarify that the high quality corporate bonds used to
determine the discount rate of gtaﬂ: termination benefits
should be issued in the same currency used for the pay-
ment of benefits. The proposed amendments clarify that
the scope of the high quality corporate bond marZet to
consider is the same as that of the currency.

+ IAS 34 Interim Financial Reporting - Disc?;sure of infor-
mation “elsewhere in the interim report™ the document
proposes amendments to clarify the requirements when
the information required is presented in the interim fi-
nancial report but not in the interim financial statements.
The amendment clarifies that said information is to be in-
cluded through a cross-reference from the interim financial
statements and other parts of the interim financial report
and that said document has to be made available to peo-
ple reading the financial statements in the same way and
at the same time as for the interim ﬁnancial statements.

AMENDMENTS TO IAS1 DISCLOSURE INITIATIVE

The amendments to IAS1 clarify some of the existing re-
quirements of this principle, sucK as:
o the material nature of |AS],
« the fact that specific lines in the tables of the financial
Kear profit/(loss) of other components of the compre-
ensive income statement or statement of financial posi-
tion may be separated,
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o the fact that there is a certain amount of flexibility as re-
gards the order of the notes to the financial statements,
» the fact that the other components of the comprehensive
income statement concerning associates and Joint ven-
tures carried using the equit?/ method must be presented
t0ﬁether in a single line and classified among the items that
will not subsequently be classified in the income statement,
 a summary of the significant accounting standards ap-
plied, includin%;
« the base (or bases) of measurement used in drawing up
the financial statements;
« the other accounting standards used to facilitate un-
derstanding of the financial statements.
The amendments also clarify the requirements that are ap-
plicable when sub-totals to the financial year profit/(loss) or
the other components of the comprehensive income state-
ment of the statement of financial position are presented.
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AMENDMENTS TO IAS 19 DEFINED BENEFITS PLAN:
EMPLOYEE CONTRIBUTIONS

IAS 19 requires that an entity must consider the employ-
ee or thirj party contributions in accounting the defined
benefit plans. VJLen contributions are linked to the service
rendered, they should be attributed to periods of service as
a negative benefit. This amendment clarifies that if the total
of the contributions is independent of the number of years
of service, the entity is allowed to recognise these contri-
butions as a reduction in the service cost for the period in
which services are rendered rather than allocate the contri-
bution to the period of service.
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ACCOUNTING STANDARDS,
AMENDMENTS AND INTERPRETATIONS
APPLICABLE AFTER THE END OF THE YEAR
AND NOT ADOPTED IN ADVANCE

IFRS 9 FINANCIAL INSTRUMENTS
On 25 July 2014 the IASB published IFRS 9 Financial In-

struments which addresses the classification and measure-

ment of financial instruments, the impairment model and

hedge accounting.

IFRS 9 replaces the accounting rules laid down by IAS 39

with regard to the recognition and measurement of finan-

cial instruments, including hedging transactions.

The standard envisages the foﬁowing three categories for

the classification of financial assets:

o financial assets measured at amortised cost;

« financial assets at fair value through profit or loss ("FVTPL");

« financial assets at fair value througﬁ other comprehensive
income ("FVOCI").

With reference to this classification, the following addition-

al provisions should be noted:

* ‘non-equity trading instruments’, which should be classi-
fied as FVTPL, can be classified in the FVOCI category
on the basis of an irrevocable decision of the reporting
entity. In this case, the changes in fair value (including
foreign exchange differences) are recognized in OCl an
will never be reclassified in Profit/(loss) for the year ;

o if the financial assets classified in the “amortised cost” or
"FVOCI" category give rise to an “accounting mismatch’,
the reporting entity can irrevocably decide to use the
"Lair value option” by classifying these financial assets in
the "FVTPL’ category;

o with reference to "debt instruments” classified as FVO-
Cl, it must be noted that interest income, expected cred-
it losses and foreign exchange differences will have to be
recognized in the profit/(loss) for the year. Conversely,
the other effects arising from measurement at fair value,
will be recognized in the Other Comprehensive Income
and will be reclassified in the profit/(loss) for the year
only if the financial asset is derecognized.

With regard to financial liabilities the standard proposes
the classification already provided in IAS 39 but introduc-
es an important innovation for financial liabilities classified
as "FVTE’L", as the portion of the change in fair value at-
tributable to own credit risk will have to be recognized in
OCI rather than in Profit/(loss) for the year as currently
required by IAS 39. Thus, under IFRS 9, when an entity
experiences a worsenin$ in its credit risk, despite having to
reduce the value of its liabilities at fair value, the effect of
this reduction attributable to own credit risk will not lead to
positive effects in profit/(loss) for the year but in the Other
Comprehensive Income.

IFRS 9 introduces a new impairment model based on ex-
pected losses. The entity shall, immediately and regardless
of whether a "trigger event” has occurred, recognize the
expected future losses on financial assets, and must con-
tinually adjust the estimate, taking also into account the
changes in the counterparty's credit risk, on the basis not
only of;ast and current circumstances and data, but also
paying due attention to future forecasts. The estimate of
future losses should initially be made by reference to the
expected losses over the next 12 months, and subsequently,
with reference to the total losses over the life of the asset.
Expected losses over the next 12 months are the portion

of the losses that would be incurred upon occurrence of
a counterparty’s event of default, within 12 months from
the reporting date, and are calculated as the product of the
maximum loss and the probability a default event occurs.
The total losses over the life of the financial asset are the
present value of the average future losses multiflied by the
probability that a default event occurs in the lite of the fi-
nancial asset.
IFRS 9 introduces a hedge accounting model designed to
represent in the financial statements the effect ofgan en-
tity’s risk management activities, focusing on the circum-
stance that if a risk item can be identified and measured,
regardless of the type of risk and/or item, hedge accounting
can be applied to the instrument used to hedﬁ:e such risk,
the only limitation being that the risk may affect the in-
come statement or the statement of other comprehensive
income (OCI).

In addition, the standard enables entities to use information

produced internally as a basis for hedge accounting, with-

out having to prove that they meet complex criteria and
metrics designed solely for accounting purposes. The main
changes concern:

o effectiveness test: the 80-125% threshold is abolished
and replaced by an objective test that verifies the eco-
nomic relationship between the hedged item and the
hedging instrument (e.g. if there is a loss on the former
there must be a profit on the latter);

+ Covered items: not only financial assets and liabilities but
any item or group of items as long as the risk is separately
identifiable and measurable;

» cost of the hedge: the time value of an option, the forward
f,oints, the spread on a currency can be excluded from

edge accounting and recognized immediately as the cost
of the hedge; accordingly, all mark to market fluctuations
can then be temporarily recognized in the other compre-
hensive income (OCI);

» disclosure: a broader description of the risks hedged and
the instruments used is provided, replacing the current
disclosure based on the distinction between cash flow
hedges and fair value hedges; these are accounting ter-
minologies that often confuse investors, who are c%ear|y
more interested in risks and how they are hedged than in
the accounting categories of these instruments.

The standard applies ‘rgrom 1 January 2018, though earlier

application is permitted.

ACEA has performed an analysis for a preliminary evalu-

ation of the impact of IFRS9. >|/'his evaluation, which is still

in progress, may be subject to changes following the more
detailed analysis to be completed during the first quarter of

2017. ACEA will choose the initial application method after

this analysis.

IFRS 15 REVENUE FROM CONTRACTS
WITH CUSTOMERS

On 29 May 2014 IASB and FASB jointly published the
new provisions for accounting revenues, after more than a
decade of studies and consultation. In 2017 the new stan-

dard will replace IAS 18 (Revenues) and IAS 11 (Work in

progress).
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The fundamental steps for the accounting of revenue are:

» identify the commercial contract, defined as a (written
or verbal) agreement between two or more parties which
results in rights and obligations with the customer having
the right to legal protection;

. identi%y the obligations (distinctly identifiable) in the
contract;

« determine the price of the transaction, as the fee the en-
terprise expects to receive for the transfer of assets or
the performance of services to the customer, in accor-
dance with the techniques in the Standard and depending
on the possible presence of financial components;

+ allocate the price to each "performance obligation”;

» recognise the revenue when the obligation is regulated,
allowing for the fact that the services may not be provid-
ed at a specific time, but over a period of time.

The standard should not introduce particular differences
to accounting the most common operations. Greater dif-
ferences in the times required to recognise and determine
amounts should be indicated in medium/long-term service
contracts and agreements containing several obligations,
on the basis of which the operators reported the major crit-
icalities of the current regulation. The disclosure on revenue
should be improved by providing more extensive qualitative
and quantitative information so stakeholders can cc1ear|y un-
derstand the content and important elements to determine
revenues.

The standard applies from 1 January 2018, though earlier

application is permitted.

In April 2016, the IASB published some clarifications,

which mainly consist of:

» identifying a service obligation (the promise to transfer
an asset or a service to a customer) in a contract;

o determining whether a company is the contractor (the
supplier of an asset or service) or an agent (responsible
for organising the asset or service to be supplied); and

o determining whether the revenue deriving from the asset
under concession should be recognised at a given time or
throughout the duration of the concession.

In addition to these clarifications, the amendments include

two additional findings to reduce costs and complexity fora

company when initially applying the new standard.

The clarifications also apply from 1 January 2018, though

earlier application is permitted.

ACEA has performed an analysis for a preliminary evalua-

tion of the impact of IFRS15. This evaluation, which is still

in progress, may be subject to changes following the more
detailed analysis to be completed during the first quarter of

2017. ACEA will choose the initial application me'jwod after

this analysis.

IFRS 16 LEASES

Issued in January 2016 to replace the previous standard on
leasing, IAS 17 and the relevant interpretations, it identifies
the criteria for recording, measurement and presentation
and also the disclosure required with regard to leasing con-
tracts for both parties to the contract, the lessor and the
lessee. IFRS 16 marks the end of the distinction in terms
of classification and accounting treatment between operat-
ing leases (the information for which is not in the financial
statements) and financial leases (which are in the financial
statements). The right to use an asset under leasing (“right
o{; use”) and the commitment undertaken will emerge in
the financial information (IFRS 16 will be applicable to all
transactions including the right of use, independently of
the contractual form, 1.e. leasing, rental or hiring). The main
novelty is the introduction of the concept of control in the

ACEA S.P.A. FINANCIAL STATEMENTS

definition. specifically, to determine whether a contract
represents a lease or not, IFRS 16 requires it to be checked
that the lessee has or does not have the right to control the
use of a specific asset for a specific periodgof time.

There will not be any symmetry in accounting with the les-
sees; there will still be a separate accounting treatment ac-
cording to whether the contract is an operating lease or a
financial lease (on the basis of the guidelines in force today).
On the basis of the new model, the lessee should state:

a) in the Statement of financial position, the assets and lia-
bilities of all leasing contracts with a duration of more than
12 months, unless the underlying assets are of modest val-
ue; and

b) in the Income statement, the amortisations of the assets
concerning the leases separately from the interest on the
related liabilities.

As regards the lessor, the new standard should have a less-
er impact on the financial statements (unless so-called
“sub-leases” are undertaken), given that the current ac-
counting will not change, except for the financial disclosure
which must be quantitatively and qualitatively in excess of
the previous one. The standard will apply from 1 Januarg
2019, though earlier application is permitted should IFR
15 - Revenue from contracts with customers also have

been applied.

AMENDMENTS TO IAS12 - RECOGNITION OF
DEFERRED TAX ASSETS FOR UNREALISED LOSSES

Issued in January 2016, it provides clarifications on the
methods of recording advance taxes concerning debt in-
struments valued at %air value. These amendments clarify
the requirements for recording advance taxes with regard
to unrealised losses, in order to eliminate the diversities in
accounting practices. The amendments will be applicable,
after endorsement, from financial years starting on 1 Janu-
ary 2017 or later. Earlier application is permitted.

“AMENDMENTS TO IAS 7: DISCLOSURE INITIATIVE”

Issued in January 2016, the amendments are applied to
the assets and liabilities deriving from financing activities,
defined as the assets and liabilities for which the cash flow
has been or will be classified in the statement of cash flows
as “cash flow from financing activities”. The amendments
require the disclosure of the changes to these assets/lia-
bilities, distinguishing cash changes from non-cash chang-
es (i.e. differences as a result o% the effect of changes in
exchange rates and changes in fair value). The IASB has
advised that this disclosure be given in a reconciliation ta-
ble between the balances at the start of the reporting pe-
riod and those at the end for these assets/liabilities. Fhe
amendments are applicable from financial years starting
on 1January 2017 or later.

“AMENDMENTS TO IFRS 2: CLASSIFICATION
AND MEASUREMENT OF SHARE-BASED
PAYMENT TRANSACTIONS?”,

Issued in June 2016, these amendments:

« clarify that the fair value of a transaction with share-based
payment settled in cash on the date of valuation (i.e. date
of allocation, closure of each reporting period and rate of
settlement) must eb calculated taking into consideration
the market conditions (for example: a target of the price
of shares) and the conditions other than maturing, ignor-
in%1 the conditions of service life and the conditions for
achieving results other than the market results;
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« clarify that share-based payments that are paid net of
withholding at source should be entirely classified as
transactions settled by shares (as long as they would have
been classified as such if they had not been paid for net of
withholding at source);

« provide infgormation on the accounting treatment of the
amendments under the terms and conditions determin-

ing the change of classification of share-based payments
settled in cash to share-based payments settled through
the issuing of shares.
The amendments will be applicable, after endorsement,
from financial years starting on 1 January 2017 or later.
The Group does not expect the future application of the
amendments to have any impact.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



INCOME STATEMENT

g::.e INCOME STATEMENT 31.12.2016  Related Parties 31.12.2015  Related Parties Variation
1 Revenue from sales and services 172,761,892 168,903,126 168,975,160 163,114,164 3,786,732
2 Other revenue and proceeds 11,724,726 8,110,638 11,115,888 9,415,026 608,838
Net revenue 184,486,618 177,013,764 180,091,048 172,529,190 4,395,570
3 Staff costs 47,232,084 50,282,857 (3,050,772)
4 Costs of materials and overheads 143,850,505 87,038,435 133,267,564 47,066,292 10,582,941
Operating costs 191,082,589 87,038,435 183,550,421 47,066,292 7,532,169
Gross Operating Profit (6,595,971) 89,975,330 (3,459,373) 125,462,897 (3,136,598)
5 fn”;?;';:fr'g;n‘iech:fé:ts"’” provisions 24,565,384 0 9,810,941 0 14,754,443
Operating profit/(loss) (31,161,355) 89,975,330 (13,270,314) 125,462,897 (17,891,041)
6 Financial income 89,784,351 87,324,953 95,091,728 93,081,393 (5,307,377)
7 Financial costs 102,829,838 182,810 79,198,262 273,908 23,631,576
8 Profits on Equity Investments 146,246,661 146,246,661 146,438,113 146,438,113 (191,452)
9 Losses on Equity Investments 408,097 408,097 171,669 171,669 236,428
Profit/(loss) before tax 101,631,722 322,956,036 148,889,597 364,536,827 (47,257,875)
10 Taxation (6,978,398) 110,680,427 3,284,085 (84,183,880) (10,262,483)
:‘P‘jrgt’;ffs/ (loss) from continuing 108,610,120 212275610 145605512  448720,707  (36,995,391)
Net profit/(loss) 108,610,120 212,275,610 145,605,512 448,720,707 (36,995,391)
Amounts in Euros
STATEMENT OF COMPREHENSIVE INCOME
STATEMENT OF COMPREHENSIVE INCOME 31.12.2016 31.12.2015 Variation
Net profit/(loss) 108,610 145,606 (36,995)
Provision for exchange rate difference (10,051 (14,878) 4,827
Tax on exchange rate difference 2,412 4,531 (2,119)
Gains/losses from exchange rate difference (7,639) (10,347) 2,708
Effective portion of the profit/(loss)
on hedging instruments (“cash flow hedge”) 9,916 23,979 (14,063)
Tax effect on the other profit/(loss)
on hedging instruments (“cash flow hedge”) (2,380) (8,110) 5,730
Profit/(Loss) from the effective portion
on hedging instruments net of tax 7,536 15,870 (8,334)
Actuarial Profit/(Loss) on staff benefits
included in the Shareholders’ Equity (1,466) 1,613) 147
Tax effect on the other actuarial profit/(loss) on staff benefit plans 378 (626) 1,004
Actuarial profit/(loss) on defined benefit pension plans net of tax (1,088) (2,238) 1,151
Total of the comprehensive income components, net of tax (1,191) 3,285 (4,475)
Total comprehensive profit/(loss) 107,420 148,890 (41,471)

Amounts in thousand Euros
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STATEMENT OF FINANCIAL POSITION

El:;.es ASSETS 31.12.2016  Related Parties 31.12.2015  Related Parties Variation
1 Property, plant and equipment 93,301,175 0 151,398,072 0 (58,096,897)
12 Investment property 2,605,762 0 2,697,177 0 (91,416)
13 Other intangible fixed assets 13,138,131 0 13,411,383 0 (273,252)
14 Equity investmentsin subsidiaries and 4 781 557,062 0 1768902192 0 12324870
15 Other equity investments 2,350,061 0 2,350,061 0 0
16 Deferred tax assets 28,368,892 0 32,608,803 0 (4,239,911
17 Financial assets 237,624,785 237,499,285 121,912,954 121,688,248 115,711,830
18 Other non-current assets 505,744 0 505,913 0 (169)
NON-CURRENT ASSETS 2,159,121,611 237,499,285 2,093,786,555 121,688,248 65,335,056
19.a  Contract work in progress 270,461 0 270,461 0 0
19.b  Trade receivables 4,517,468 826,051 7,829,256 3,861,484 (3,311,788)
19.c  Intragroup trade receivables 57,496,399 57,496,399 95,984,081 95,984,081 (38,487,682)
19.d  Otbher current assets 25,377,834 2,344,743 24,070,128 2,342,631 1,307,707
19.e  Current financial assets 5,617,294 0 5,633,545 0 (16,252)
19.f  Intragroup current financial assets 1,499,970,797 1,499,970,797 1,195,870,014 1,195,870,014 304,100,783
19.g  Current tax assets 77,372,271 36,052,908 47,484,321 24,608,700 29,887,950
19.h  Cash and cash equivalents 577,333,987 0 773,511,579 0 (196,177,592)
19 CURRENT ASSETS 2,247,956,510 1,596,690,898  2,150,653,385  1,322,666,910 97,303,125
TOTAL ASSETS 4,407,078,122  1,834,190,182 4,244,439,940  1,444,355,159 162,638,182
Amounts in Euros
Notes
Ref. LIABILITIES 31.12.2016  Related Parties 31.12.2015  Related Parties Variation
Shareholders’ equity
20.a  share capital 1,098,898,884 0 1,098,898,884 0 0
20.b  statutory reserve 95,188,150 0 87,907,874 0 7,280,276
20.c  reserve for treasury shares 0 0 0 0 0
20.d other reserves 69,100,401 0 72,222,702 0 (3,122,301
retained earnings/(losses) 84,707,292 0 52,656,010 0 32,051,282
profit (loss) for the year 108,610,120 0 145,605,512 0 (36,995,392)
20 SHAREHOLDERS’ EQUITY 1,456,504,846 0 1,457,290,981 0] (786,135)
2 Ot termination bb‘jf:gfplans 26,443,781 0 29,846,837 0 (3403,056)
22 Provision for liabilities and charges 37,002,454 0 42,786,400 0 (5,783,946)
23 Borrowings and financial liabilities 2,516,727,243 0 2,400,100,260 0 116,626,983
24 Otbher liabilities 0 0 0 0 0
25 Provision for deferred taxes 4,796,132 0 6,655,307 0 (1,859,174)
NON-CURRENT LIABILITIES 2,584,969,611 0 2,479,388,804 0] 105,580,807
26.a  Borrowings 105,192,198 81,507,899 77,569,663 53,814,418 27,622,535
26.b  Trade payables 206,553,391 97,497,909 155,686,721 50,718,070 50,866,670
26.c  Tax Payables 36,543,734 9,129,171 55,847,952 26,656,133 (19,304,218)
26.d Other current liabilities 17,314,341 0 18,655,820 0 (1,341,478)
26 CURRENT LIABILITIES 365,603,664 188,134,979 307,760,154 131,188,622 57,843,510
TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY 4,407,078,122 188,134,979 4,244,439,940 131,188,622 162,638,182

Amounts in Euros
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STATEMENT OF CHANGES IN SHAREHOLDERS’
EQUITY AT 31 DECEMBER 2015

Revenue
Reserve  reserves
Reserve from and
for valuation  actuarial Profit/ Total
Share Statutory Demerger exchange of financial profit/ Other Accumulated (loss) for shareholders’
€ thousand capital reserve reserve differences instruments (loss) reserves  profit/(loss) the period equity
Balances as at
1January 2015 1,098,899 83,428 102,567 19,894 (48,773) (7,542) (3,778) 63,181 89,601 1,397,478
Appropriation of
result for 2014:
Final distribution
of dividends (10,546) (85,101 (95,647)
Statutory reserve 4,480 (4,480) 0
Retaining earnings/
Loss coverage 21 2N 0
Other changes 6,569 6,569
Comprehensive
income (loss)
recorded in the
period:
Profit and losses
booked directly
to Shareholders’
equity net of tax (10,347) 15,870 (2,238) 3,285
Distribution
of advance on 0
dividends
Profit for the period 145,606 145,606
Total as at
31 December 2015 1,098,899 87,908 102,567 9,548 (32,903) (9,781) 2,791 52,656 145,606 1,457,291
Amounts in thousand Euros
STATEMENT OF CHANGES IN SHAREHOLDERS’
Revenue
Reserve reserves
Reserve from and
for valuation actuarial Profit/ Total
Share Statutory Demerger exchange of financial profit/ Other Accumulated (loss) for shareholders’
€ thousand capital reserve reserve differences instruments (loss) reserves profit/(loss) the period equity
Balances as at
1January 2016 1,098,899 87,908 102,567 9,548 (32,903) (9,781) 2,791 52,656 145,606 1,457,291
Appropriation of
result For 2015:
Final distribution
of dividends (106,274)  (106,274)
Statutory reserve 7,280 (7,280) 0
Retaining earnings/
Loss coverage 32,051 (32,051 0
Other changes (1,932) (1,932)
Comprehensive
income (loss) recorded
in the period:
Profit and losses
booked directly to
Shareholders’ equity
net of tax (7,639) 7,536 (1,088) (1,191)
Distribution of 0
advance on dividends
Profit for the period 108,610 108,610
Total as at
31 December 2016 1,098,899 95,188 102,567 1,909 (25,367) (10,868) 860 84,707 108,610 1,456,505

Amounts in thousand Euros
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STATEMENT OF CASH FLOWS

31.12.2016 Related Parties 31.12.2015 Related Parties Variation
Cash flow from operating activities
Profit before taxes 101,632 148,890 (47,258)
Depreciation/amortisation 16,163 16,195 (32
Revaluations/impairment charges (141,868) (144,894) 3,027
Increase/(decrease) in provisions for liabilities (5,784) (13,781 7,997
Net increase/(decrease) in staff (5,049) (3,676) (1,373)
termination benefits
Net financial interest expense 13,045 (15,893) 28,939
Income taxes paid 0 (2,269) 2,269
Cash flow generated by operating
activities before changes
in working capital (21,861) 0 (15,429) 0 6,432)
Increase in current receivables 37,012 41,523 (45,199) (53,141 82,211
Increase/decrease in current payables 50,867 46,780 33,083 (19,860) 17,784
Increase/(decrease) in inventories 0 0 0
Change in working capital 87,879 88,303 (12,116) (73,002) 99,995
Change in other assets/liabilities
during the period (42,482) (11,444) 18,839 12,380 (61,321)
TOTAL CASH FLOW FROM
OPERATING ACTIVITIES 23,536 76,859 (8,706) (60,622) 32,242
Cash flow from investment activities
Purchase/sale of property, plant
and equipment and intangible assets 42,299 (11,703) 54,002
Equity investments (13,848) (32,309) 18,461
Proceeds/payments deriving from
other financial investments (308,532) (419,912) 1,097,439 912,830 (1,405,971)
Dividends received 128,310 128,310 101,788 101,788 26,522
Interest income received 11,985 (93,233) 15,195 (7,031 (3,210)
TOTAL (139,787) (384,835) 1,170,410 1,007,587 (1,310,197)
Cash flow from financing activities
Repayment of borrowings
and long-term loans 590,257 (356,562) 946,820
Disbursement of borrowings/other
medium/long-term loans (500,000) 0 (500,000)
Decrease/increase in other
short-term borrowings 27,561 27,693 (852,388) (851,821) 879,950
Interest expense paid (91,472) (4,787) (62,036) 23) (29,436)
Dividends paid (106,274) (106,274) (95,647) (95,647) (10,627)
TOTAL CASH FLOW (79,927) (83,368) (1,366,633) (947,490) 1,286,706
Cash flows for the period (196,178) (391,343) (204,929) (525) 8,751
Net opening balance
of casﬁ and cash equivalents 773,512 0 978,440 0 (204,929)
Net closing balance
of cash an§ cash equivalents 577,334 (391,343) 773,512 (525) (196,178)

Amounts in thousand Euros
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NOTES TO THE INCOME STATEMENT

REVENUE

1. Revenue from sales and services — € 172,762 thousand
Revenue from sales and services can be broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Revenue from services to customers 72,367 66,964 5,402
from Roma Capitale public lighting service 68,508 61,103 7,404
from Naples Municipal public lighting service 3,637 5,639 (2,001
other revenues 221 222 m
Revenue from Intragroup services 100,395 102,011 (1,615)
service contracts 94,759 93,184 1,576
other services 5,636 8,827 (3,191
Revenue from Sales and Services 172,762 168,975 3,787

The increase in revenue from services to customers of €
5,402 thousand is attributable to the combined effect of
the increase in the fee for the public lighting service pro-
vided in the Municipality of Rome (+ €g7,4 4 thousand),
offset by the reduction in fees for work performed as part
of the service for public lighting management carried out in
the Municipality of Naples (- é 2,007 thousand).

On 17 June 2016, a contract was stipulated with Roma
Capitale modifying the contract for tEe service for pub-
lic ﬁghting management, as part of which the plan for the
mass replacement of the light fittings used with LED lights
was started, financed by Roma Capitale and to which the
increase in revenue partly offset by the reduction in other
fees provided by the contract is attributable.

The contract for the public lighting management service
in the Municipality of Naples, which had been extended in
July 2015, terminated on 31 October 2016.

Revenues from intragroup services recorded an overall de-
crease of € 1,615 thousand. This change results from (i)
the increase in fees for service activities rendered on behalf
of Group companies, mainly of an administrative, finan-

cial, legal and technical nature, (ii) the overall reduction in
revenues from other services supplied to subsidiaries (- €
3,166 thousand), including some services included from
2016 in the service contract and revenues from out of
service contract services concerning the facility manage-
ment branch of ACEA transferred to the subsidiary Acea
Elabori in 2016.

With regard to the service activities, the increase is attrib-
utable to the IT related services generated by the start-up
of the “Template Acea2.0” management, partly offset by
the nullity in the last two months of the year ozthe quota
of the service contract concerning the facility management
branch transferred.

2. Other revenue and proceeds — € 11,725 thousand
Increased by € 609 thousand compared to 31 December
2015, mainK/ as a result of the combined effect of lower
non-recurring gains and compensation for seconded staff
at companies in the Group, oftset by lower reimbursements
for damages, property proceeds and other revenue. The
breakdown is as follows.

€ thousand 31.12.2016 31.12.2015 Variation
Non-recurring gains and other revenues 3,945 3,660 285
Seconded staff 4,146 3,336 810
Recharged cost for company officers 2,839 2,826 14
Property income 756 1,037 (281
Reimbursement for damages, penalties, compensation 39 258 (219)
Revenue from Sales and Services 11,725 1,116 609
COSTS
3. Staff costs — € 47,232 thousand
€ thousand 31.12.2016 31.12.2015 Variation
Staff costs including capitalised costs 53,759 56,260 (2,501
Staff employed in projects (5,142) (4,339) (802)
Capitalised costs (1,385) (1,638) 253
TOTAL 47,232 50,283 (3,051)

The decrease in staff costs including capitalised costs,
amounting to € 2,501 thousand, stems partly from the re-
duction in the average workforce, as highlighted in the table

ACEA S.P.A. FINANCIAL STATEMENTS

below, and in part from the partial release of the amounts
allocated for the third round of the medium/long-term In-
centive Plan, which was in excess of that allocated.
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The staff costs are also inclusive, in addition to the capital-
ised costs, bg € 5,142 thousand (+ € 802 thousand com-

pared to 31 ecember 2015) representlng the overall total
of the cost of staff employed in projects, of which € 4,972
thousand for the Acea 2.0 Project for all companies in the

Average number of employees

Group involved in the “communion” of the IT platform.
The following table shows the average and final number of
staff by category, compared with the corresponding period

in the prewous year

End-of-period number of employees

Classification 31.12.2016 31.12.2015 Variation 31.12.2016 31.12.2015 Variation
Senior managers 54 60 © 52 59 @
Middle managers 143 145 (3] 143 143 0
White-collar staff 404 419 @15) 363 41 48)
Blue-collar staff 22 23 m 15 23 8
TOTAL 624 647 (24) 573 636 (63)

4. Cost of materials and overheads — € 143,851 thousand

Compared to 31 December 2015, there was an overall in-

crease in the costs of materials and overheads of € 10,583
thousand (+7.9%), broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Materials 1,107 1,307 (200)
Services and Contract work 126,512 117,709 8,802
Lease expense 10,747 9,778 969
Taxes and duties 2,862 2,472 390
General expenses 2,623 2,001 622
TOTAL 143,851 133,268 10,583
The breakdown and variations in costs of materials and overheads by nature is as follows.
€ thousand 31.12.2016 31.12.2015 Variation
Materials 1,107 1,307 (200)
Services and Contract work 126,512 117,709 8,802
Intragroup services 48,348 39,739 8,609
- Roma Capitale Public Lighting 44,044 34,411 9,633
- Public Lighting services - Municipality of Naples 4,056 4,980 (924)
Electricity and water consumption 31,099 33,417 (2,318)
- Roma Capitale Public Lighting Electricity Consumption 28,291 30,396 (2,104)
Professional freelance work 10,478 10,109 369
Works 4,158 5,228 (1,070)
Maintenance fees 8,504 4,447 4,057
Services to personnel 3,186 4,059 (873)
Surveillance services 3,316 3,607 291
Advertising and sponsorship costs 2,877 2,405 473
Cleaning, transport and porterage 2,657 2,780 (122)
Seconded staff 4,748 3,406 1,341
Postal expenses 1,736 2,477 7410
Bank fees 1,657 1,928 @271
Corporate Bodies 664 780 116)
Telephone costs 1,205 716 489
Insurance costs 399 475 (76)
Travel and transfer expenses 426 344 83
Coordinated and continuous collaborations 304 416 m2
Technical and administrative services 462 645 (183)
Printing costs 54 32 22
Other 232 700 (468)
Cost for use of third party assets 10,747 9,778 969
Leasing fees 7,089 7,104 16)
Other rental Costs and Fees 3,658 2,674 984
Tax and Duties 2,862 2,472 390
General Expenses 2,623 2,001 622
Total Costs of Materials and Overheads 143,851 133,268 10,583
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The increase of € 10,583 thousand in costs of materials
and overheads is due to a number of opposing factors.
On one hand, the increase mainly due to the costs for the
Eublic lighting management service in the Municipality of
ome, totalling € 9,633 thousand, with specific regard to
the mass replacement of light fittings with LED lights fi-
nanced by |§oma Capitale, partly o&set by the resuction
in the other fees provided in the contract, must be noted.

On the other, the reduction in the costs of materials and

overheads mainly concerning electrical consumption for the
EQUb“C lighting management service in the N\unicipa“';y of
ome (€ 2,104 thousand) generated by the increased ef-
ﬁciency of LED lights over traditional ones must be noted.
[t should also be noted that the other rental costs and fees refer
exclusively to hardware and software for the company data center.

As required by article 149-duodecies of the CONSOB Is-
suer Regulations, the fees paid to the Independent Audi-
tors, EY, are shown in the table below .

€ thousand Audit Related Service Audit Services Non Audit Services Total
ACEASpA. 245 342 126 713
Note that the above remuneration refers to positions held cial Statements.
in 2016, valid up to the date of publication of these Finan-

5. Amortisation, depreciation, Erovisions and impairment

charges — € 24,565 thousan

€ thousand 31.12.2016 31.12.2015 Variation
Amortisation and depreciation 16,163 16,195 (32)
Provision for impairment of receivables 4,787 1,450 3,337
Provision for liabilities and charges 3,615 (7,834) 11,450
TOTAL 24,565 9,811 14,754

Amortisation/depreciation amounted to a total of € 16,163
thousand, of which € 8,685 thousand referring to intangi-
ble assets and € 7,477 thousand to tangible assets. The en-
try into operation of new software aimed at enhancement
and technological development has offset the end of the
useful lifespan of previous investments.

Impairment of receivables amounted to a total of € 4,787
thousand and mainly relates to the risks connected to the

recoverability of receivables from Roma Capitale.

The variation compared to the previous year is also due to
the combined effect of increased allocations and releases of
provisions hedging collections and transfers of receivables

finalised in 2015.

The provision for liabilities amounted to a € 3,615 thou-
sand. The breakdown by type and related effects are
shown below:

€ thousand 31.12.2016 31.12.2015 Variation
Early retirements and redundancies 5,502 3,315 2,188
Legale 522 2,348 (1,826)
Taxation dispute 288 0 288
Investees 137 59 79
Disputes with staff 24 130 (106)
Suppliers 0 465 (465)
Release of provision for legal risks 0 (4,200) 4,200
Release of provision for risks on investees (460) (9,937) 9,477
Release of provision for contributions (2,398) 14) (2,384)
TOTAL PROVISIONS 3,615 (7,834) 11,450

Compared to the previous year there was a reduction in the
level of provisions related to expenses for implementing vol-
untary redundancy and resignation procedures (+ € 2,188
thousand) and also in the releases of excess provisions for €

11,293 thousand. The release in 2015 referred to € 9,826
thousand to ACEA AtoS. This is offset by a reduction in the
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rovisions for legal risks and for suppliers.
C\/ith regard to the releases, it must be noted that the pro-
visions for contributions were releases, given that they were
found to be excessive.
For more details, see that described in the paragraph in this doc-
ument concerning the update on major disputes and litigation.
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6. Financial income — € 89,784 thousand

€ thousand 31.12.2016 31.12.2015 Variation
Income from Intragroup relations 83,137 88,023 (4,886)
Bank interest and income 360 1,285 (925)
Default interest with subsidiaries 0 1,034 (1,034)
Defualt interest with others 938 0 938
Recovery of discounting receivables 863 o7 (108)
Income from Fair Value Hedge assessment 298 (247) 544
Financial income from public lighting contract 274 403 (129)
Interest on arrears from Roma Capitale 3,914 3,621 293
Total financial income 89,784 95,092 (5,307)

The reduction in financial income of € 5,307 thousand is
attributable for € 4,886 thousand to income from intra-
group relations. This variation is due to the:

« zeroing of the awarding commissions that were provided
by the centralised treasury contract for the credit line
hedging the requirements generated solely by the in-
vestments that were ongoing as at 30 June 2015 (- €
5,622 thousand),

« the reduction of interest receivable on the revolving

7. Financial costs — € 102,830 thousand

credit line for € 2,061 thousand,

« the inclusion of interest receivable from long-term
loans granted in favour of some subsidiaries for €
2,651 thousand.

Conversely, there were lower revenues from the application

of the public lighting agreement and lower financial income

from the Fair Value Hedge assessment of the derivative en-
tered into on the € 600 million Bond placed on the market

in September 2013.

€ thousand 31.12.2016 31.12.2015 Variation
Interest on bonds 65,869 66,519 (650)
Costs for buyback of bonds 32,065 0 32,065
Interest Rate Swap costs 1,342 2,679 (1,337)
Interest on short-term borrowings 19 927 (908)
Interest on medium/long-term borrowings 2,350 7,757 (5,407)
Expenses from Intragroup relations 0 2 (3]
Financial costs from public lighting agreement 171 252 8N
Other financial costs 849 1,013 (165)
Foreign exchange profit/(loss) 148 24 125
Interest paid on Equitalia and INPS instalment payments 17 26 ©
Total Financial Costs 102,830 79,198 23,632

The increase of € 23,632 thousand in the financial costs
stems mainly from the surcharge for the buyback of bonds

aid in order to withdraw from the market two sets of
Eonds (€ 31,382 thousand plus € 682 thousand in costs
and fees), partly offset by the reduced interest on the short
and medium/long-term debt (€ 6,315 thousand). This vari-
ation includes the effect of the advance reimbursement of

€ 300 million in mortgages in 2015 (€ 1,552 thousand)

and the purchase of two sets of bonds hedged by a new
issue. The remainder of the variation is due to market rate
trends. The costs net of Interest Rate SW(ZF income on the

bonds have improved by € 1,337 thousand.

As regards the average borrowing cost of ACEA, this in-
creased compared to last year, %rom 3.04% in 2015 to
2.67% in 2016.
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8. Profits on equity investments — € 146,247 thousand
Income from equity investments reduced by € 191 thou-

sand (from € 146,438 thousand) and the breakdown is

summarised in the following table.

€ thousand 31.12.2016 31.12.2015 Variation
Dividend income 146,247 146,173 74
ACEA Ato2 63,735 71,260 (7,525)
ARS.E. 0 17,060 (17,060)
areti 44,057 25,875 18,181
Acea Elabori 7,229 7,999 @71
Acea Ambiente 13,446 7,416 6,030
Acque Blu Fiorentine 5,092 4,780 312
ACIP 6,804 7,244 (440)
Aquaser 2,431 1,942 489
Acea800 394 950 (556)
Consorcio Agua Azul 1,539 725 814
Acea Dominicana 335 530 (195)
Intesa Aretina 412 217 194
Agua Azul Bogota 0 74 74)
Umbria Distribuzione Gas 22 22 0
Agua de San Pedro 0 63 (63)
Acque Blu Arno Basso 718 0 718
Ingegnerie Toscane 35 17 18
Gain on the transfer of the public lighting business unit 0 265 (265)
Total 146,247 146,438 (191)
9. Losses on equity investments — € 408 thousand DEFERRED TAXES

These refer to the impairment of Acea Servizi Acque in lig-
uidation.

10. Taxes - € - 6,978 thousand

Taxes for the period amounted to € -6,978 thousand.

In particular, the calculations of company taxes are affected
by tax regulations applying to dividends received, provisions
for risks, and the deductibility of interest paid by ACEA
deriving from the Group tax consolidation.

Income tax for the year has a - 6,9% effect on the result
before tax.

Total tax is the algebraic sum of the following components.

CURRENT TAXES

Current taxes amounted to € 97,007 thousand (€ 81,243
thousand at 31 December 2015) and refer to consolidated
IRES (corporate income tax) calculated on the sum of the
taxable income and tax losses of the companies in the tax
consolidation arrangement.

This effect is cancelled by recognition of the proceeds re-
sulting from the allocation of taxable income of the Com-
panies participating in the tax consolidation. This effect is
summarized in the table below which shows a reconciliation
between the theoretical and actual tax rates.

The 2016 Stability Law amended Article 77, paragraph 1 of the
Consolidated Income Tax Act, by reducing the nominal corpo-
rate income tax rate (IRES) from 27.5% to 24%, effective for
the tax periods following the one in progress at 31 December
2016. Net deferred taxes increased ﬁy 2,126 thousand and
represent the algebraic sum of provisions (€ 3,600 thousand)
made primarily provisions for liabilities, provisions for impairment
of receivables and provisions for defined benefit plans and uses
(€5,725 thousantB. Deferred tax liabilities increase taxes by €
666 thousand and represent the algebraic sum of uses (€ 589
thousand) relating to the taxable portion of dividends collected
and provisions for the period, amounting to € 1,255 thousand.

TAX CONSOLIDATION EXPENSE AND INCOME

These amounted to € 106,776 thousand and represent the
balance of the tax expense due from the Parent Company
to companies included in the tax consolidation in return for
the transfer of tax losses (€ 1,943 thousand) and the tax
income recognized as counterparty to the taxable income
transferred to the tax consolidation (€ 108,720 thousand).
In accordance with the Group’s general tax consolidation
rules, the value of the loss is determined by applying the cur-
rent IRES rate at the time to the total tax losses transferred.

The Following table provides a reconciliation of the theoretical and effective tax charges.

31.12.2016 Variation % 31.12.2015 Variation %
profit before tax from continuing operations 101,632 148,890
Theoretical tax charge at 27.5% on profit before tax 27,949 27.5% 40,945 27.5%
Permanent differences’ (34,625) (34.1%) (37,661) (25.3%)
IRES for the period ™ (6,676) (6.6%) 3,284 2.2%
IRAP for the period” (302) (0.3%) 0 0.0%
Annual income tax on continuing operations (6,978) (6.9%) 3,284 2.2%

! They mainly include the portion of untaxed dividends
" Including deferred taxes
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RESOLUTIONS ON PROFIT FOR THE YEAR
AND DISTRIBUTION TO SHAREHOLDERS

Dear Shareholders,

in inviting you to approve the financial statements, we pro-

pose that the profit of € 108,610,120.05 for the year end-

ed on 31 December 2016 be allocated as follows:

« €5,430,506.00 to the legal reserve, equal to 5% of the

rofit,

» €103,085,734.90 to Shareholders, corresponding to a
unit dividend of € 0.485

o € 93,879.15 to retained income.

It is also proposed that the amount of € 28,693,967.45, cor-

responding to a unit dividend of € 0.135, be allocated through

the use of the reserves of profits from previous years.

The total dividend (coupon no. 18) of € 131,779,702.35,
equal to € 0.620 per share, will be paid out as of 21 June
2%17, with coupon detachment on 19 June and record date
on 20 June.

At the date of approval of the financial statements, trea-
sury shares total 416,993.

ACEAS.p.A.
The Board of Directors
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NOTES TO THE STATEMENT OF FINANCIAL POSITION -

ASSETS

11. Tangible assets - € 93,301 thousand

€ thousand 31.12.2016 31.12.2015 Variation
Land and buildings 77,554 135,146 (57,592)
Plant and machinery 6,139 4,655 1,484
Industrial and commercial equipment 831 933 (102)
Other assets 8,746 10,507 (1,760)
Fixed assets in progress and prepayments 31 157 (126)
Total property, plant and equipment 93,301 151,398 (58,097)

There was a reduction of € 58,097 thousand compared to
31 December 2015.

The decrease refers to the net effect between the invest-
ments in the period, totalling € 4,770 thousand, dispos-
als of € 55,448 thousand and amortisation rates, which
reached € 7,418 thousand.

The disposals refer to the transfer to the subsidiaries areti
and ACEA Ato2 of part of the building used as the compa-
ny headquarters.

Investments in the period include the remote control de-

vices for the public lighting network in the Municipality of
Rome, realised by ACEA on request by Roma Capitale in
fulfilment of the service contract.

The other investments in the period mainly refer to the
extraordinary maintenance of installations and the offices
held under lease and investments in hardware required for
the technological development projects in Acea2.0 and the
enhancement and development of the IT network.

The following table shows the variations in the period.

€ thousand 31.12.2015 VARIATIONS 31.12.2016

Historical Accumul. Net Accumul. Historical
Tangible assets cost deprec. Value  Increases Disposals Amortis. Cost deprec. Net Value cost
Land and buildings 156,635 (21,489) 135146 256 0 (54,525) (3,323) 94161 (16,607) 77,554
Plant and
machinery 15,195 (10,540) 4,655 3,096 0 (910) (702) 17,191  (11,053) 6,139
Industrial and
commercial
equipment 13,210 (12,277) 933 0 0 0 (102) 13,210  (12,379) 831
Other assets 49,636  (39,129) 10,507 1,417 127 13) (3,291 51,049 (42,302) 8,747
Fixed assets in
progress and
prepayments 157 0 157 1 127) 0 0 31 0 31
Total property,
plant ancr
equipment 234,833 (83,435) 151,398 4,770 0 (55,448) (7,418) 175,643 (82,341) 93,301

12. Investment property — € 2,606 thousand
Investment property amounted to € 2,606 thousand, a re-
duction OF£91 thousand due to the disposals made during

13. Intangible assets — € 13,138 thousand

the year of € 32 thousand and amortisation of € 59 thou-
sangj and is primarily constituted by land and buildings not
used in operations and held for rental purposes.

€ thousand 31.12.2016 31.12.2015 Variation
Industrial patents and intellectual property rights 13,138 9,693 3,445
Fixed assets in progress and prepayments 0 3,718 (3,718)
Total Intangible assets 13,138 13,411 (273)
The following table shows the variations in the period:

€ thousand 31.12.2015 Variations 31.12.2016
Intangible assets Net Value Increase Reclassification Amortis. Net Value
Industrial patents and intellectual property rights 9,693 3,791 8,340 (8,685) 13,138
Other fixed assets 0 0 0 0 0
Fixed assets in progress 3,718 4,621 (8,340) 0 0
Total Intangible assets 13,411 8,412 0 (8,685) 13,138

Investments mainly concerned the purchase and enhance-
ment of software in support of the development of the

ACEA S.P.A. FINANCIAL STATEMENTS

management systems for the IT platforms, corporate secu-
rity and administrative management.
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14. Equity investments in subsidiaries and associates —

€1,781,227 thousand

The item in question increased by € 12,235 thousand and
the breakdown is as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Equity investments in subsidiaries 1,769,085 1,754,703 14,382
Equity investments in associates 12,142 14,200 (2,058)
Total equity investments 1,781,227 1,768,902 12,325

Equity investments in subsidiaries

Reclassificationsand

The Following table summarises the variations in 2016.

Revaluations/
Impairment

Equity investments in subsidiaries Historical cost other changes charges Disposals Net Value
Values at 31 December 2015 3,133,730 (366,612) (62,322) (950,094) 1,754,703
Variations in 2016:
- changes in share capital 12 200 0 0 313
- acquisitions/incorporations 12,167 0 0 0 12,167
- disposals/distributions 0 0 0 0 0
- reclassifications and other changes 0 2,466 0 0 2,466
- Impairment/revaluations 0 0 (563) 0 (563)
Total variations in 2016 12,280 2,666 (563) 0 14,382
Values at 31 December 2016 3,146,010 (363,946) (62,885) (950,094) 1,769,085

The changes in the year mainly regard:

o € 12,167 thousand concerns:

() 100% of the equity investment in Kyklos (€ 4,788
thousand) incorporated into Acea Ambiente (ex
ARIA) by merger effective from 29 December 2016;

(i) the acquisition of an equity investment amounting to
60.65% of the shares in Agua de San Pedro for €
6,023 thousand; this increase has led to the modi-
fication of the company relations, from associate to
subsidiary;

(i) the incorporation of Acea International SA (€ 600
thousand);

(iv) the increase in value of the equity investment in Acea
Elabori (€ 756 thousand) in re?;tion to the confer-
ment of the facility management business unit;

« € 2,466 thousand for the reclassifications mainly relat-
ing to the equity investment previously held in Agua de
San Pedro, reclassified from equity in investments in as-
sociates for € 2,058 thousand;

The following should also be noted:

o the reclassification of € 35,183 thousand made as a re-
sult of the partial spin off of the Rome Public Lighting
unit of Acea llluminazione Pubblica to areti;

« the reclassification of the value of the equity investment

in Solemme, incorporated into Acea Ambiente (€ 5,633
thousand) on 29 December 2016.

In order to verify the recoverable amount of the invest-
ments, substantially all of ACEA’s direct and indirect sub-
sidiaries were tested for impairment.

The impairment procedure compares the carrying amount
of equity investments with their economic value.

The test is performed to verify whether the equity investment
has maintained its value by calculating the difference between
the recoverable amount, which is the%wi her of the value in use
and the fair value less costs to sell, and the carrying amount.
The value in use is the current value of expected financial

flows which can be assumed will derive from the continuing
use of the equity investment assets as a whole. The fair val-
ue less costs to sell represents the amount obtainable from
the sale of an asset in an arm’s length transaction between
knowledgeable, willing parties.

The 2016 impairment test provides an estimated interval of
recoverable values for the individual investments in terms
of use value in line with the methodology applied in the
prior year, i.e. through the financial method, according to
which the ability to generate cash flows is the fundamental
element in the evaluation of an entity. The post-tax weight-
ed average cost of capital was used to discount the operat-
ing cash flows.

The recoverable amount of equity investments — expressed
in terms of value in use - was estimated using a combina-
tion of the financial method and sensitivity analyses.

The application of the financial method to calculate the re-
coveraEle amount and the subsequent comparison with the
relevant carrying amounts thus involved, for each invest-
ment tested for impairment, estimating the post-tax wacc,
the amount of operating cash flows ((%V) and the termi-
nal value (TV) and, in particular, the growth rate used in
the cash flow projections beyond the plan horizon (g), the
amount of the net financial position (NFP) and the amount
of non-core activities (ACC).

The operating cash flows and the Terminal value were deter-
mined on the basis of the estimates and updated forecasts
in the 2016-2020 Industrial Plan approved by the Board
of Directors. The recoverable amount of the equity invest-
ments was determined as the sum of the present value of
the cash flows under the Plan and the present value of the
Terminal Value.

The following table shows the operating sectors to which
the investments in the financial statements of the Parent
Company refer. The discount rates used and time period
of cash flows for each type of recoverable value considered
are indicated for each operating area.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



Operating segment Recoverable value WACC Terminal value Cash flow period
Networks segment

Areti Value in use 5.6% Residual value Until 2021
Water segment Value in use 5.4% Residual value Until 2021
Energy segment:

Acea produzione Value in use 5.6% In two stages Until 2021
Acea energia Value in use 7.8%  Perpetuity without growth Until 2021
Ecogena Value in use 6.0% In two stages Until 2021
Environment segment Value in use 5.5% In two stages Until 2021

The Terminal Value was determined as follows:

+ For Acea Produzione: two stages. The first stage is a nor-
malized flow for the period 2821-2035 while the second

stage comprises the residual value corresponding to the

net invested capital as at 2035;

For the Environment Segment: two stages. The first stage

concerns the 2021-2038 period, while the second stage

comprises the residual value corre:cponding to the net in-

vested capital at the end of the useful life of the asset;

for areti: the present value of the RAB at the end of the

concession caﬁ:ulated in accordance with the legislation for

the fifth regulatory period;

for the Water segment: the present value of the residual val-

ue in the event of taking over when the concession expires.

The WACC has also been subjected to a sensitivity analysis.

[t should be noted that:

e an increase of 0.4% in the actualisation rate determines
a deficit in the equity investment in Acea Ato5 S.p.A,;

« an increase of 0.5% in the actualisation rate determines a
deficit in the equity investment in Acea Ato5 S.p.A. and
ECOGENAS.p.A.

The result of the impairment test confirms the recoverabil-

ity of the value of the equity investments recorded.

EQUITY INVESTMENTS IN ASSOCIATES

These amounted to 12,142 thousand, and reduced as a re-
sult of the reclassification of the equity investment in Aguas
de San Pedro in the equity investments in subsidiaries.
The changes in the year are shown below.

Revaluations/
impairment

Investments in associates Historical cost  Reclassifications charges Disposals Net Value
Values at 31 December 2015 92,570 2,957 (79,861) (1,467) 14,200
Variations in 2016:
- changes in share capital 0 0 0 0 0
- acquisitions/incorporations 0 0 0 0 0
- disposals/distributions 0 0 0 0 0
- reclassifications and other changes 0 (2,058) 0 0 (2,058)
- Impairment/revaluations 0 0 0 0 0
Total variations in 2016 0 (2,058) 0 (2,058)
Values at 31 December 2016 92,570 899 (79,861) (1,467) 12,142

15. Other investments — € 2,350 thousand

“Other investments” refers to equity investments in shares
of companies that do not qualify as subsidiaries, associates
or joint ventures. There were no variations during the year.

16. Deferred tax assets — € 28,369 thousand
These reduced by € 4,240 thousand compared to 31 De-
cember 2015.

ACEA S.P.A. FINANCIAL STATEMENTS

The Following table highlights the changes and balance at 31
December 2016 with regard to both the deferred tax assets
and the Deferred Tax Provision.

With regard to the recoverability of prepaid taxes, it is
noted that deferred tax assets are reviewed on the basis of
ACEA’s business plans and, as regards the time aspect, a
reasonable estimate of the period in which the related dif-
ference is expected to reverse.
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Uses Changes IRES/IRAP

€ thousand 31.12.2015 IRES / IRAP in equity provisions 31.12.2016
Deferred tax assets

Tax losses 0 0 0 0
Remuneration of BoD members 0 0 0 0
Provisions for liabilities and charges 6,463 (4,060) 1,987 4,390
Impairment of investments 0 0 0 0
Provision for impairment of receivables 5,495 0 1,022 6,517
Amortisation of intangible and tangible assets 1,187 (330) 323 1,180
Amortisation of goodwill 0 0 0 0
Defined benefit and defined-contribution plans 6,980 (1,083) 265 231 6,392
Others 12,484 (252) (2,380) 37 9,889
Total 32,609 (5,725) (2,114) 3,600 28,369
Deferred taxes

Deferred tax on dividends 705 471 90 325
Amortisation of intangible and tangible assets 9 @2n 0 0 (12)
Defined benefit and defined-contribution plans 386 (CH) M3 0 176
Others 5,555 0 (2,412) 1,165 4,308
Total 6,655 (589) (2,525) 1,255 4,796
Net total 25,954 (5,136) an 2,345 23,573

17. Non-current financial assets — € 237,625 thousand
An increase of € 115,712 thousand on the figure of €

121,913 thousand at 31 December 2015; their breakdown

is a s follows:

€ thousand 31.12.2016 31.12.2015 Variation
Financial receivables from Roma Capitale 25,638 29,109 (3,471
Receivables due from subsidiaries 179,623 55,929 123,693
Receivables from others 32,364 36,875 (4,511
TOTAL 237,625 121,913 115,712

Receivables due from Roma Capitale decreased by €
3,471 thousand and refer to new investments in the Public
Lighting service, such as plant upgrading, energy savings,
legislative adjustments and technological innovation, which
will be paid to ACEA, for an amount equal to tax amor-
tisation, after 2016, in compliance with the terms of the
Supplementary Agreement to the service contract signed

on 15 March 2011.

Financial receivables from subsidiaries increased com-
pared to 31 December 2015 by € 123,693 thousand as a
result of the new medium and long-term ﬁnancing con-
tracts with some subsidiaries and as a result of the reclas-
sification of the short-term financial receivables from a
non-interest-bearing receivable from ACEA Ato5, given
that the re-entr Fan to be completed in 2028 has %een
finalised (€ 10,245 thousand), and their breakdown is as

follows. These receivables are considered Fully recoverable.

€ thousand 31.12.2016 31.12.2015 Variation
Receivables for borrowings taken out

ACEA Ato5 168,075 52,719 115,356
Acea Ambiente S.r.l. (ex ARIA) 3,604 0 3,604
Crea Gestioni S.r.l. 3,870 0 3,870
Ecomed S.r.l. 23 0 33
Ombrone S.p.A. 831 0 831
Total 176,413 52,719 123,693
Otbher Financial Receivables

Acea Ambiente S.r.l. (ex ARIA) 3,210 3,210 0
Total non-current financial receivables due from Subsidiaries 179,623 55,929 123,693

The item Amounts due from others, amounting to € 32,364
thousand, results from application of the financial assets
model envisaged by IFRIC 15 on service concession arrange-
ments. This receivable represents the total investments made
up to 31 December 2010 in relation to said service.

18. Other non-current assets — € 506 thousand

This item includes amounts owed for long-term deposits
paid 'and there were no signiﬁcant changes compared to the
previous year.
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19. Current assets — € 2,247,956 thousand
These recorded an increase of € 97,903 thousand (€
2,150,653 thousand at 31 December 2015) and are broken

down as follows.

19.a - Contract work in progress — € 270 thousand
There were no changes compared to 31 December 2015,
and they represent works to construct Public Lighting
plants, carried out under the service a%reement with Roma
Capitale and not yet completed at 31 December 2016.

19.b - Trade receivables - € 4,517 thousand
Trade receivables decreased by € 3,312 thousand com-
pared to € 7,829 thousand at 31 December 2015.

Receivables from other customers

This item amounted to € 4,478 thousand net of the €
5,482 thousand provision for the impairment of receiv-
ables, and reduced by € 3,312 thousand.

This item includes receivables relating to accrued amounts
due from private and public parties 1§or services, with par-

ticular reference to public lighting services in the Munici-
pality of Naples. It must be ﬁighlighted that in September
2016, the pro soluto transfer of the receivables accrued
from the Municipality of Naples for € 3,678 thousand was
finalised.

Provisions for the impairment of receivables

These amounted to € 5,482 thousand, an increase of €
165 thousand compared to last year.

Provisions for the impairment of receivables are based
on analytical assessments, supplemented by assessments
based on historical analyses o;)amounts due from custom-
ers broken down according to the default period, average
collection terms, the type of action undertaken to recover
the amount due and the status of the receivable concerned
(ordinary, disputed, etc.).

19.c - Intercompany trade receivables — € 57,496 thousand
These reduced by € 38,488 thousand compared to 31 De-
cember 2015 (€ 95,984 thousand), and are broken down

as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Receivables due from the parent company Roma Capitale 372 5,869 (5,497)
Receivables from subsidiaries 54,814 86,698 (31,883)
Receivables from associates 2,310 3,418 (1,108)
Total intercompany trade receivables 57,496 95,984 (38,488)

Receivables due from the parent company Roma Capitale
These reduced by € 5,497 thousand compared to 31 De-
cember 2015. The corresponding amount due concerning

the Vatican City State (€ 20,516 thousand) for making the

stock of trade receivables and payables more comparable

has been reclassified in the receivables from Roma Capitale.
The following table outlines together the amounts due from
ACEA’s relations with Roma %apitale, as regards both the
receivables and payables, including those of a financial na-
ture, falling due within one year and after one year.

€ thousand 31.12.2016 31.12.2015 Variation
Receivables for invoiced services 13,508 12,152 1,356
Receivables for services to be billed 374 2,604 (2,230)
Total trade receivables 13,882 14,756 (874)
Financial receivables for invoices issued 93,432 61,009 32,423
Financial receivables for invoices to be issued 14,954 9,561 5,393
Total financial receivables for public lighting services 108,387 70,570 37,817
Total receivables due within one year (A) 122,268 85,326 36,943
€ thousand 31.12.2016 31.12.2015 Variation
Trade payables 60 5 56
Total payables due within one year (B) 60 5 56
Total (A) - (B) 122,208 85,321 36,887
Other financial loans and receivables/(borrowings) 22,598 (1,415) 24,013
of which: Financial liabilities (Dividends) 0 (30,524) 30,524

Other financial payables (3,040) 0 (3,040)
of which: Medium/long-term receivables for public lighting 25,638 29,109 (3,471
Provision for the impairment of receivables (13,510) (8,887) (4,623)
Net Balance 131,296 75,018 56,278

The change in receivables and payables results from items ac-
crued in the period and as a result of the compensations and/or
payments received.

The stock of receivables at 31 December 2016 increased by €
36,943 thousand compared to last year, which is entirely at-
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tributable to the financial receivables for public lighting. The
increase refers to the accrual of the annual payment, the ad-
justment as per the law provided by the contract in force, the
modernisation of the security network, extraordinary mainte-
nance and, lastly, the receivables due from the LED Plan agree-
ment involving the replacement of old generation street lights.
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Receipts were recorded in 2016, also through compensa-

tions, totalling € 45,305 thousand. The categories of re-

ceivables invo%ved were:

« € 38,075 thousand in receivables provided by the con-
tract in force (December 2015 to August 2016 fees);

« € 6,608 thousand in receivables concerning the new
LED Plan agreement;

o € 391 thousand as reimbursement for stolen cables;

« € 231thousand as reimbursement of receivables for pub-
lic lighting in kindergartens.

On the payables side, there was an overall reduction of

€ 30,469 thousand as a result of the zeroing of the fi-

nancial payables for dividends recorded on 31 Decem-

ber 2015.

It is noted that in June, the coupon was detached for

the dividends accrued in 2015, amounting to € 54.306

thousand (payables recorded after deliberation by the
shareholders’ meeting on 28 April 2016).

On 17 June 2016, Roma Capitale and Acea Spa signed an

agreement modifying the contract for the public %ighting

service. This agreement provides for the complete re-

‘ilacement of the light fittings used in street lights with
ED-powered devices.

Receivables from subsidiaries

These amounted to a total of € 54,814 thousand, a re-
duction of € 31,883 thousand compared to last year. They
relate mainly to services provided under service contracts.
The change compared to the previous year was affected by
the recognition of receivables arising from allocation of the
costs incurred for the Acea2.0 Programme. The break-
down is as follows:

€ thousand 31.12.2016 31.12.2015 Variation
ACEA Ato2 11,387 25,227 (13,841
ACEA Ato5 4,457 20,010 (15,553)
Areti 8,205 1,731 (3,526)
Acea Energia 5,082 4,626 455
Publiacqua 2,772 3,624 (852)
Umbra Acque 3,665 3,555 110
Gesesa 3,693 2,818 875
GORI 1,834 2,408 (574)
Acque 3,954 2,332 1,622
Acquedotto del Fiora 2,004 1,804 200
Crea Gestioni 2,208 1,668 540
Acea8cento 273 962 (689)
Acea Elabori 988 818 170
Sarnese Vesuviano 782 789 @)
Acea llluminazione Pubblica 0 679 (679)
Acea Ambiente (ex ARIA) 1,499 1,596 (98)
Acea Servizi Acque 6 382 (376)
Acea Produzione 87 376 (288)
Acea Dominicana 333 262 71
Innovazione Sostenibilita Ambientale 0 260 (260)
Ingegnerie Toscane 141 176 (35)
Aquaser 100 153 (53)
Coema 19 87 32
Acque Industriali 45 74 29
Ombrone 16 73 (57)
Agua de San Pedro 628 0 628
GEAL 235 0 235
Acea Liquidation and Litigation S.r.l. (ex Elga Sud) 87 17 69
Others 216 191 25
TOTAL 54,814 86,698 (31,883)
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Receivables from associates
This item amounts to a total of € 2,310 thousand, a reduc-
tion of € 1,108 thousand compared to 31 December 2015.

€ 670 thousand of this change refers to the reclassification
in receivables from subsidiaries of the amount due from

Agua de San Pedro. The breakdown is as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Marco Polo 1,236 1,236 0
Azga Nord 15 0 15
Sogea 150 603 (453)
Sienergia 639 639 0
Agua de San Pedro 0 670 (670)
Umbriadue 66 66 0
Geal 200 200 0
Le Soluzioni 4 4 0
TOTAL 2,310 3,418 (1,108)

Total trade receivables, gross of the bad debt provision,
both to third party customers and intercompany, includin
to Roma Capitale, amounted to € 82,818 thousand an§
the ageing is provided below:
» Trade receivables not yet expired: € 52,255 thousand
o Past due trade receivables: € 30.563 thousand of which:
+ Within 180 days: € 6,237 thousand,
- Between 180 and 360 days: € 2,332 thousand,

« Over 12 months: € 21,994 thousand.

19.d - Other current receivables and assets -
€ 25,378 thousand
These showed an increase of € 1,308 thousand and are
broken down as follows. This change is essentially due to the
acquisition of the equity investment in Acque Industriali,

effective as of 2 January 2017.

€ thousand 31.12.2016 31.12.2015 Variation
Receivables due from Autoparco (car park) assignee 10,250 10,250 0
Receivables due from Laurentina Area assignee 6,000 6,000 0
Accrued income and prepayments 2,366 2,133 233
Other receivables 2,313 1,343 970
Recebles o eitgrtonof the Mo Pl 21 21 :
Equitalia 773 718 55
Receivables due from social security institutions 741 679 62
Restricted receivables from disposal of the PV business unit 397 397 0
Receivables for staff termination benefits from single transfers 229 227 2
Advances to suppliers and deposits at third parties 192 207 (15)
TOTAL 25,378 24,070 1,308

Restricted receivables from disposal of the PV business
unit, recognized as a result of the transfer of the photovol-
taic business to RTR Capital in late 2012, did not change
compared to the previous year. Please note that this re-
ceivable, refers to an escrow account that was set up for an
amount equal to the value of some plants that had to un-
dergo formal checks by the seller.

Accrued income and prepayments relate essentially to the
maintenance fees, insurance premiums and leasing con-
tracts.

19.e - Current financial assets - € 5,617 thousand
The balance at 31 December 2016 is as follows.

€ thousand 31.12.2016 31.12.2015 Variation
Receivables for managing the public lighting service 5,328 5,360 (32)
Receivables due from SEIN from liquidation of Acea ATOS Servizi 274 274 0
Accrued income and prepayments on bank and post office accounts 16 0 16
TOTAL 5,617 5,634 (16)
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19.f - Intragroup current financial assets -

Increased by € 304,101 thousand; the breakdown is as fol-

€ 1,499,971 thousand lows.
€ thousand 31.12.2016 31.12.2015 Variation
Receivables due from the parent companies - Roma Capitale 108,387 70,570 37,817
Receivables from subsidiaries 1,388,467 1,121,759 266,708
Receivables from associates 3,117 3,541 424)
TOTAL 1,499,971 1,195,870 304,101

Receivables due from the parent companies - Roma Capitale
This item amounts to a total of € 108,837 thousand and
refers to the receivables from Roma Capital in relation to
the public lighting service contract, as mentioned earlier in
the section of this document entitled “Trade Receivables

from Roma Capitale”.

Receivables from subsidiaries

These amounted to € 1,388,467 thousand (€ 1,121,759 thou-
sand at 31 December 2015, and their breakdown is as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Receivables for cash pooling transactions 1,255,525 951,264 304,261
Current accrued finance income on loans and cash pooling transactions 93,037 94,797 1,759
Dividend receivables from subsidiaries 5,250 20,498 (15,248)
Loans to subsidiaries 17,937 43,944 (26,007)
Receivables for commission on guarantees given 16,718 1,135 5,583
Short-term EIB loans to subsidiaries 0 122 (122)
TOTAL 1,388,467 1,121,759 266,708

The change compared to the previous year mainly stems
from the increase in the bank account balances from the
companies in the group which adhered to a revolving cred-
it line facility, for hedging the requirements arising from
needs concerning the woﬁdng capital and invested capital,
which accrues fixed-rate interest defined on the basis of the
market rates applied for so-called hybrid issues in the utili-
ties sector, upj)ated on an annual basis, plus a spread linked
to the level of exposure and the charge-back of the parent
company’s rating costs.

Receivables for dividends from subsidiaries reduced, main-
ly as a result of the distribution of dividends for 2014 that
were not paid out in 2015 (€ 26,007 thousand).

Receivables from subsidiaries for loans also decreased,
mainly as a result of the stipulation of a medium/long-term

loan with Crea Gestioni, which replaced the receivables due
for shareholder loans classified under this item (€ 3,870
thousand) and the reclassification of the non-interest-bear-
in% portion of the loan granted to ACEA Ato5, which in-
volves a re-entry plan until 2018 (€ 10,245 thousand).

Receivables from associates

This item amounted to € 3,117 thousand at 31 December
2016, a reduction of € 424 thousand as a result of the re-
classification of the dividend receivables from Agua de San
Pedro to receivables from subsidiaries.

19.g - Current tax assets — € 77,372 thousand
These increased by € 29,888 thousand compared to the

end of the previous year, and their breakdown is as follows:

€ thousand 31.12.2016 31.12.2015 Variation
IRAP receivables for deposits paid 2,157 2,157 0
VAT receivables 37,075 5,287 31,788
IRES and IRAP receivables for which refund was requested in 2013 0 13,135 (13,135)
Other tax receivables 2,130 2,325 (195)
Total receivables from the tax authorities 41,362 22,904 18,458
Tax consolidation receivables due from subsidiaries 36,010 24,580 11,430
Total tax receivables 77,372 47,484 29,888

The VAT receivables arise from the Group VAT periodic
settlements; no refund was requested and the receivable
will be used in FY2017 monthly VAT settlements .

The IRES and IRAP receivables for which reimbursement
has been requested, relating to the refund applications
submitted by the Group companies during 2013, entirely
transferred in December 2016.

19.h - Cash and cash equivalents — € 577,334 thousand
These reduced by € 196,178 thousand (€ 773,512 thou-
sand at 31 December 2015) and represent the balance of
the bank and post office accounts held with various credit
institutes and ltalian Post Offices.
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NOTES TO THE STATEMENT OF FINANCIAL POSITION -

LIABILITIES

20. Shareholders’ equity - € 1,456,505 thousand

€ thousand 31.12.2016 31.12.2015 Variation
Share capital 1,098,899 1,098,899 0
Statutory reserve 95,188 87,908 7,280
Reserve for treasury shares in portfolio 0 0 0
Other reserves 69,100 72,223 (3,122)
Retained earnings 84,707 52,656 32,051
Profit/(loss) for the period 108,610 145,606 (36,995)
TOTAL 1,456,505 1,457,291 (786)

The shareholders’ equity reduced by € 786 thousand com-
pared to 31 December 2015. The change mainly refers to
the profit for the year and the effects generated by the al-
location of the net profit for 2015, as well as the cKange in
the cash flow hedge reserve.

The breakdown per item and relevant changes are shown
below:

20.a - Share capital - € 1,098,899 thousand
This amounts to 1,098,899 thousand euros, represented
by 212,964,900 ordinary shares with a value of € 5.16
each, as per the Shareholders’ Register and is currently
subscribed and paid in as follows:
 Municipality of Rome: 108,611,150 shares for a total par
value of € 560,434 thousand,
 Market: 103,936,757 shares for a total par value of €
536,314 thousand,
o Treasury shares: 416,993 ordinary shares for a total par
value of € 2,151 thousand.

20.b - Statutory reserve — € 95,188 thousand
This reserve reflects the allocation of 5% net profit for previous
ears, in accordance with article 2430 of the ltalian Civil Code.
here was an increase of € 7,280 thousand at 31 Decem-
ber 2016 compared to last year, as a result of the allocation

of the 2015 profit.

20.c - Reserve for treasury shares in portfolio —
€ 0 thousand

Pursuant to art. 2428 of the ltalian Civil Code, the trea-
sury shares in portfolio consist of 416,993 shares with a par
value of € 5.16 each (a total of € 2,152 thousand), repre-
senting 0.196% of the share capital.

At 31 gecember 2016 the reserve for treasury shares in port-
folio amounted to € 3,853 thousand; the balance of the re-
serve offsets the value of the treasury shares accounted for as
a reduction of shareholders’ equity in compliance with IAS 32.

20.d - Other reserves - € 69,100 thousand
The composition and changes of the item in the period are
shown below:

€ thousand 31.12.2016 31.12.2015 Variation
Extraordinary reserve 180 180 0
Demerger reserve 102,567 102,567 0
Reserve for exchange differences 1,909 9,548 (7,639)
Reserve from valuation of financial instruments (25,367) (32,903) 7,536
Revenue reserves and actuarial profit/(loss) (10,868) (9,781 (1,088)
Other reserves 679 2,611 (1,932)
TOTAL 69,100 72,223 (3,122)

The reserve for exchange differences reduced by € 7,639
thousand and reflects the effect of valuation at the ex-
change rate of 31 December 2016 of the private placement
in Yen signed in 2010.

The cash flow hedge reserve was a negative € 25,367 thou-
sand. This reserve includes € 3,333 thousand from the neg-
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ative differential resulting from the delta of conversion rates

between that provided in the hedging contract and the rate

recorded at the payment date of the bond (3 March 2010).

The variations that occurred during the year include effect

correlated to the transactions concernin§ the acquisition of
)

the holdings in Kyklos from Aquaser (€ 1,932 thousand).

99



100

The following table shows the distributable and non-distributable reserves.

Available  Summary of uses during previous
Nature/description Amount  Potential use portion three financial years
To cover losses  Other purposes
Capital reserves:
Reserve arising from the spin-off of ARSE 6,569 A, B, C 6,569
Revenue reserves from income statement:
Statutory reserve 95,188 A, B 95,188
Extraordinary reserve 180 A B,C 180
Demerger reserve 102,567 A, B,C 102,567
Retained earnings 84,707 A B, C 84,707
Revenue reserves from O.C.l.:
Cash flow hedge reserve (25,367) (25,367)
Reserve for exchange differences 1,909 1,909
Revenue reserves and actuarial profit/(loss) (10,868) (10,868)
Otbher reserve
Surplus from acquisition of Umbra Acque (3,173) (3,173)
Surplus from acquisition of SAMACE (785) (785)
Surplus from acquisition of Kyklos (1,932) (1,932)
Reserve for treasury shares distributable 0 A, B, C 0
Reserve for treasury shares in portfolio 3,853 Treasgt:];{::?er: 3,853
TOTAL 252,849 252,849
Non-distributable portion 58,825
Remaining distributable portion 194,025

! Legenda:

A = capital increase - B = to cover losses - C = to pay dividends

21. Staff termination benefits and other
defined benefit plans — € 26,444 thousand

This item decreased by € 3,403 thousand and represents
termination and other benefits payable to employees on
retirement or termination of employment. The obliga-
tions which comprise this item are distinguished between
defined benefit and defined contribution plans. The re-
duction in the payables for staff termination benefits has

reduced mainly as a result of the portion transferred to
Acea Elabori with the facility management business unit,
while the reduction in allocations to the medium and
long-term Incentive Plan is due to the partial release of
the amounts allocated for the third cycle of the medium
and long-term Incentive Plan, which was in excess of that
allocated.

The table below illustrates the breakdown:

€ thousand 31.12.2016 31.12.2015 Variation
Benefits payable upon termination of employment
- Staff termination benefits 7,465 8,558 (1,093)
- Monthly bonuses 1,236 1,329 (93)
- Long-term incentive plans (LTIPs) 780 2,346 (1,566)
Total 9,481 12,232 (2,752)
Post-employment benefits
- Tariff subsidies 16,963 17,614 (651
TOTAL 26,444 29,847 (3,403)

As for the calculation method used, note that the termina-
tion benefits are determined according to actuarial criteria;
with reference to post-employment benefits, the calcula-
tion is based on the "projected unit credit method” which
measures the company’s fiabi“ty at the end of the reporting
period on the basis of the average current value of future
services re-proportioned on the basis of the service per-
formed by the worker at the time of calculation, with re-
spect to that at the time of payment for the service.

he change is affected by (i) the provisions for the period,
(ii) the exits occurred during the period and (iii) a recruction
in the rate used for the valuation of liabilities.
In particular, as regards the economic and financial scenar-

io, a 1.31% discount rate was used for the evaluation com-
pared to the 2.03% rate used last year.

As required by paragraph 78 of IAS 19, the interest rate
used to calculate the present value of the obligation was
based on returns, at the end of the reporting period, on
securities of major companies listed on the same financial
market as ACEA, and on returns on government bonds in
circulation at the same date that have terms to maturity
similar to the residual term of the liability for the workforce
in question. In order to ensure consistency of valuation and
comply with the provisions of IAS 19, the same basis has
been used for the various types of plan.
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In addition the following parameters were used for the evaluation:

December 2016 December 2015
Discount Rate 1.31% 2.03%
Revenue growth rate (average) 1.59% 1.60%
Long-term inflation 1.50% 1.50%

With regard to the measurement of the Group Employee
Benefits (Staff termination benefits (TFR), Monthly Eo—
nuses, tariff subsidies for current and retired staff) a sen-
sitivity analysis was performed to assess the changes in the

liability resulting from both positive and negative shifts of
the rate curve €+ 0.5% shift /- 0.5% shift). The results of

this analysis are summarized below.

Discount rate

Type of plan +0,5% -0,5%
€ thousand € thousand
Staff termination benefits (TFR) -441 +477
Tariff subsidies +327 +1.796
Monthly bonuses +55 +206
In addition, a sensitivity analysis was carried out in relation  the actual age.
to the age of the workforce, assuming one year less than
Type of plan -1year of age
€ thousand
Staff termination benefits (TFR) -59
Tariff subsidies +304
Monthly bonuses +193

No sensitivity analyses were conducted on other variables
such as, for example, the inflation rate.

22. Provisions for liabilities and charges — € 37,002 thousand
The Following table shows a breakdown of provisions and
changes compared to the end of the previous year:

Reclassifications/

€ thousand 31.12.2015 Utilisations Releases Provisions 31.12.2016
Investees 31,515 0 (460) 137 31,193
Legale 3,120 (1,196) 0 522 2,445
Risks for contributions relating

to social security institutions 3,334 0 (2,418) 20 936
Early retirements and redundancies 3,098 (8,049) 0 5,502 551
Other liabilities and charges 1,708 (154) 0 24 1,578
Tax 12 0 0 288 299
Total 42,786 (9,399) (2,878) 6,494 37,002

The main changes concerned:

» the risk provision concerning legal disputes, of which €
1,196 thousand was used for unfavourable sentences and
an allocation of € 522 thousand,

» the provision allocated for redundancy and early retire-
ment plans, of which € 8,049 thousand was usecrand the

relevant procedures have ended. € 5,502 thousand was

also allocated, again as regards this same plan,

the allocation ofga tax provision for hedging risks linked to

taxation authority proceedings.

It should be recalled that the provision for investee lia-
bilities, amounting to € 31,193 thousand, includes, with
respect to the suﬁsidiary GORI, an amount of € 22,127
thousand, for provisions made in previous years, related to
the well-known water tariff issues.

23. Non-current borrowings and financial liabilities -
€ 2,516,727 thousand

These are broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation
Medium/long-term bonds 2,045,702 1,904,022 141,681
Medium/long-term borrowings 471,025 496,078 (25,054)
TOTAL 2,516,727 2,400,100 116,627
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Medium/long-term bonds
On24 Octoier 2016, as part of the liability management
strategy aimed at extending the avera%e duration of its debt
and managing in advance a portion of the refinancing risk
in the light o% the unfavourable market conditions, ACEA
acquired the following Series of Bonds:
+ Bonds expiring in 2018 amounting to € 269,611,000; and
« Bonds expiring in 2020 amounting to € 77,225,000,
for a nominal total of € 346,836,%00. The buyback in-
volved a loss of € 31,382 thousand plus costs concerning
the transaction (therefore a total of € 32,065 thousand).
ACEA simultaneously issued a bond for a total amount of €
500,000 thousand and a duration of 10 years at fixed rate,
as part of the Euro Medium Term Notes (EMTN) programme.
The issue was mainly aimed at refinancing the bonds bought
back by ACEA an!extending the average duration of the
Company’s debt, as well as reducing the average cost of
same, considering the current trend in interest rates, with
specific reference to the Euro zone.

he bond is exclusively for institutional investors.
The bonds have a minimum denomination of € 100,000
and will mature on 24 October 2026, pay a gross annual
coupon of 1% and were placed at an issue price of 98.377%.
The bond is regulated Ey British law. The settlement date
has been set at 24 October 2016. Since this date, the
bonds have been quoted on the regulated market of the
Luxembourg Stock Exchange, where the information book-
let concerning the EMTN programme is also available.

In detail, this item includes:

o € 600,686 thousand (inclusive of accrued interest and
contract related costs) relating to the 10-year fixed rate
bond issued by ACEA in July 2014, as part of the Euro
Medium Term Notes (EMTN) programme of € 1.5 billion.
The bonds, which have a minimum denomination of 100
thousand euros and maturity 15 July 2024, pay a gross
annual coupon of 2.625% ang/were placed at an issue price
of 99.195%. The gross effective yield at maturity is 2.718%
corresponding to a return of12gbase points on top of the
10-year mid-swap rate. The bonds are regulated by British
law. The settlement date was 15 July 2014. Interest ac-
crued during the period amounted to € 15,750 thousand,

o € 490,739 thousand (inclusive of accrued interest) re-
lated to the bond issued by ACEA in October 2016 as
part of the EMTN programme as described above,

o € 330,976 thousand (inclusive of accrued interest) relat-

ed to the 5-year bond issued by ACEA in early Septem-
ber 2013 and maturing on 12 September 2018. This debt,
net of the Fair Value of the positive items allocated in
the financial management part of the income statement
amounting to € 1,221 thousand, amounts to € 329,755
thousand. The residual debt, after the acquisition and
annulment of the bonds for a total nominal value of €
269,611 thousand, is as above.
The bonds pay a gross annual coupon of 3,75% and were
placed at an issue price of 99.754%. The gross effective
yield at maturity is therefore 3.805%, corresponding to
a return of 230 base points on top of the reference yield
(mid-swap at 10 years). The bonds are regulated by érit—
ish law. The settlement date was 12 September 2013. . In-
terest accrued during the period amounted to € 20,607
thousand,

« € 436,626 thousand (including accrued interest) re-
fer to a 10-year bond issued by ACEA in March 2010,
maturing 16 March 2020. The bonds have a minimum
denomination of € 50 thousand, pay one gross coupon
annually of 4.5% and were placed at an issue price of
99.779. The gross effective yield at maturity is therefore
4.528% corresponding to a return of 120 base points on

top of the reference rate (mid-swap at 10 years). The
bonds are regulated by British law. The settlement date
was 16 N\arcﬁ 2010. Interest accrued during the period
amounted to € 21,842 thousand.

« € 163,107 thousand relating to the Private Placement
which, net of the Fair Value of the hedge, a negative €
24,789 thousand, amounts to € 187,896 thousand. The
fair value was allocated to a specific shareholders’ equi-
ty reserve. The exchange rate difference, negative by

2,511 thousand, calcﬁated at 31 December 2016 on
the hedged instrument. The exchange rate at the end of
2016 was € 122.97 compared to € 131.07 at 31 Decem-
ber 2015. Interest accrued during the period amounted
to € 4,279 thousand. This relates to a private bond loan
(Private Placement) for 20 billion Japanese Yen with a 15-
year maturity term (2025). The Private Placement was
entirely subscribed by a single investor (AFLAC). The
coupons are paid on a deferred half-yearly basis every
3 March and 3 September applying a fixed rate in Yen
of 2.5%. At the same time, a cross currency transac-
tion was carried out to transform yen to euros and the
yen rate applied to a fixed euro rate. The cross curren-
cy transaction provides that the bank pays ACEA, on a
déferred half-yearly basis, 2.5% on 2(5) billion Japanese
Yen, while ACEA has to pay the bank the coupons on a
deferred quarterly basis, at a fixed rate of 5.025%. The
loan agreement and the hedge contract contain an op-
tion, in favour of the investor and the agent bank respec-
tively, connected to the trigger rating: the payable and
its derivative instrument can be fully recalled if ACEA's
rating falls below the investment graJ; level or if the debt
instrument loses its rating. At the end of the year, no
conditions occurred to exercise the option.

Medium/long-term borrowings

These amounted to € 471,025gthousand, recording an over-

all variation of e 25,054 thousand, and represent the pay-

ables for the portions of capital and rates not yet reimbursed
at 31 December 2016 and maturing beyond twelve months.

The main borrowings, which are reported at 31 Decem-

ber 2016 inclusive of short-term portions, amounted to €

494,419 thousand overall and are described below :

* loan stipulated on 25 August 2008 for € 200,000
thousand for the water services segment investment plan
(ACEA Ato2) with a term of 15 years. At 31 December
2016, this loan amounted to € 46,912 thousand. The first
tranche of 150,000 thousand euros was disbursed in Au-

ust 2008, and the interest rate is equal to the 6-month
Euribor plus a spread of 7.8 basis points. In 2009, a
second tranche was disbursed for € 50,000 thousand
with an interest rate equal to the 6-month Euribor plus a
sgread of 0.646%, maturing on 15 June 2019;

« € 100,000 thousand loan drawn down on 31 March
2008 and maturing in 21 December 2021. The bank
applies a floating rate of interest, with repayments to be
made every six months; the first instalment was paid on
30 June 2010. At 31 December 2016 this loan amounted
to € 46,912 thousand. Interest rate risk associated with
the loan has been hedged via an Interest Rate Swap, with
the aim of converting tﬁe underlying loan from floating to
fixed rate. The swap matches the underlying loan repay-
ment schedule. Based on IAS 39, the Company has test-
ed the effectiveness of the hedge using Hedge Accounting
under the Cash Flow Hedge model. The test revealed that
the hedge is 98.52% effective, meaning that there was no
ineffective portion to be recognized in the income state-
ment. The negative fair value %or the hedging instrument
of € 5,255 thousand was recorded in a suitable reserve in

the Shareholders’ Equity;
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« € 100,000 thousand loan taken out with the EIB in
2009 aimed to cover the requirements of the multi-
year investment rlan as part of the development and ex-
pansion of the e ectricity distribution network in Rome
over a period of four years. The applied interest rate is
6-month Euribor plus a spread of 0.665% and maturity is
set for the month of June 2018;

o EIBloanenteredinto on 23 December2014 of € 200,000

thousand, aimed at supporting the liquidity needs of the
multi-year investment plan in the water segment. The ap-
plied interest rate is 6-month Euribor plus a spread of 0.45%
and maturity is set in the month of June 2030.
The Following table shows a breakdown of borrowings b
the of interest rate and term to maturity. The table also
shows the short-term portions falling due within 31 De-

cember 2016, amounting to a total of € 23,394 thousand.

By  Between 31.12.2017 After
€ thousand Total Residual Debt 31.12.2017 and 31.12.2022 31.12.2022
fixed rate 0 0 0 0
floating rate 447,507 15,059 259,948 172,500
floating rate to fixed rate 46,912 8,335 38,577 0
Total medium/long—term
and short-term borrowings 494,419 23,394 298,525 172,500

See the paragraph on “Additional information on the financial
instruments and risk management policies” for the informa-
tion on the financial instruments.

24. Other non-current liabilities — € 0 thousand
These amounted to zero at 31 December 2016.

25. Provision for deferred taxes — € 4,796 thousand

This item reduced by € 1,859 compared to 31 December
2015.

See the table under the item “Deferred tax assets” in this
document for the breakdown of the balance .

26. Current liabilities — € 365,604 thousand
This item increased by a total of € 57,844 thousand. The

breakdown is as follows.

€ thousand 31.12.2016 31.12.2015 Variation
Borrowings 105,192 77,570 27,623
Trade payables 206,553 155,687 50,867
Tax payables 36,544 55,848 (19,304)
Other current liabilities 17,314 18,656 (1,341
TOTAL 365,604 307,760 57,844
26.a - Borrowings — € 105,192 thousand
Borrowings increased by € 27,623 thousand and the break-
down is as follows:
€ thousand 31.12.2016 31.12.2015 Variation
Due to subsidiaries and associates 76,698 21,520 55,178
Bank loans 23,394 23,754 (360)
Amounts due to Roma Capitale 3,040 30,524 (27,484)
Due to others 2,059 1,771 288
TOTAL 105,192 77,570 27,623

The changes mainly concerned payables to subsidiaries and
associates mainly in relation to (i) centralized treasury re-

lations which increased by € 42,661 thousand due to the

transfer of IRES and IRAP receivables for which reim-
bursement was requested, concerning the claims made by
companies in the group in 2013. Details follow on the type

higher outstanding payables to companies in the Group of payables to Subsidiaries:

recorded in the year and to (ii) the debt generated by the

€ thousand 31.12.2016 31.12.2015 Variation
Receivables for cash pooling transactions 64,180 21,518 42,661
Other borrowings 12,519 2 12,517
TOTAL 76,698 21,520 55,178

ACEA S.P.A. FINANCIAL STATEMENTS

103



104

The payables for bank loans changed as a result of the reim-
bursement of the loan portions expiring in 2016, mitigated
by the increase in the prepayments accrued during the year.

The financial payables to Roma Capitale reduced by €
27,484 thousand as a result of the zeroing of the finan-

cial payables for dividends recorded at 31 December 2015,
offset by the prepayment to Roma Capitale for the LED
PLAN.

26.b - Trade payables - € 206,553 thousand

These are broken down as follows.

€ thousand 31.12.2016 31.12.2015 Variation
Amounts due to third-party suppliers 109,626 65,647 43,979
Amounts due to subsidiaries and associates 96,927 90,039 6,888
TOTAL 206,553 155,687 50,867
Amounts due to third party suppliers recorded an in- balance is provided below:

crease of € 43,979 thousand and the breakdown of the

€ thousand 31.12.2016 31.12.2015 Variation
Payables for bills received 60,320 31,626 28,694
Payables for bills to be received 49,306 34,021 15,284
TOTAL 109,626 65,647 43,979

As for trade payables for bills received amounting to €
60,320 thousand, it should be noted that the expired por-
tion amounts to € 20,943 thousand, the remaining amount
being due within the next twelve months.

There was an increase of € 6,888 thousand as regards the
relations with subsidiaries and associates, which is analysed
in the following table:

€ thousand 31.12.2016 31.12.2015 Variation
Acea Illuminazione Pubblica 5,754 57,443 (51,689)
ACEA Ato2 537 15,005 (14,468)
Acea Energia 8,990 8,897 93
Publiacqua 225 3,097 (2,872)
Areti 76,625 2,927 73,698
Citelum Acea Napoli 2,644 1,629 1,015
Acea Domenicana 100 0 100
Acea8cento 477 207 269
Acea Ambiente (ex ARIA) 190 141 48
Acea Elabori 604 14 490
Abab 78 78 0
GORI 87 77 10
Other 617 422 195
TOTAL 96,927 90,039 6,888

Note that the chanfe in the amount due to Acea lllumi-
nazione Pubblica and areti is due to the transfer of the Pub-

lic Lighting business unit from Acea llluminazione Pubblica

to areti on 29 December 2016.
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26.c - Tax payables — € 36,544 thousand
These reduced by € 19,304 thousand and are broken down

as illustrated in the following table.

€ thousand 31.12.2016 31.12.2015 Variation
IRES and IRAP payables 16,956 16,402 554
Deferred VAT 8,537 8,548 an
Staff withholdings 1,767 1,903 (136)
Other tax payables 15 93 (78)
Total payables to the tax authorities 27,276 26,947 329
Tax consolidation payables due to subsidiaries 9,268 28,901 (19,633)
Total tax payables 36,544 55,848 (19,304)
26.d - Other current liabilities — € 17,314 thousand Their breakdown is as follows:
€ thousand 31.12.2016 31.12.2015 Variation
Payables to social security and welfare institutes 2,873 3,445 (573)
Other payables to Subsidiaries and Associates 5 5 0
Other payables 14,437 15,206 (769)
Amounts due to staff 7,065 7,801 (736)
collections from customers for reconciliation/refunding 5,373 5,388 14)
Amounts due to various Municipalities 901 901 0
Insurance payables 579 582 3
Payables to Equitalia, due in instalments 188 255 67)
Accrued liabilities and deferred income 78 0 78
Other payables 252 279 (26)
TOTAL 17,314 18,656 (1,341

For greater clarity, it must be noted that the financial
statements do not report payables falling due after five
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Eears, other than those already mentioned in the item

orrowings.
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RELATED PARTY TRANSACTIONS

ACEA AND ROMA CAPITALE

The Parent Company holds a controlling interest via its 51%

ho|ding in ACEA.

There are relations of a trade nature ongoing between

ACEA and Roma Capitale, given that the company provides

services in favour of the /\%unici ality, with regard to the

maintenance and enhancement oFthe public lighting plants.

With regard to public lighting, the Group provides public

lighting services on an exclusive basis within the Rome area.

As part of the thirty-year free concession granted by the

Municipality of Rome in 1998, the economic terms of the

concession services are currently governed by a service

contract signed by the parties, effective as of May 2005

until the concession expiry (31 December 2027), on the

basis of the supplemental agreement signed by ACEA and

Roma Capitale on 15 March 2011, modified in June by a

private deed aimed at regulating commitments and obliga-

tions as a result of the implementation of the LED Plan.

The supplements in the supplemental agreement of 201

regard the following elements :

« alignment of the term of the service contract with the
expiry of the concession (2027), given that the contract
is merely additional to the agreement;

» periodical update of the components of the payment con-
cerning the consumption of electricity and maintenance;

« annual increase in the lump-sum payment with regard to
the new lighting points installed.

Furthermore, the investments required for the service may

be (i) applied for an funded by the Municipal Authorities or

(i) financed by ACES: in the first case, such works will be

paid based on a price list agreed by the parties (and subject

to review every two years% and will result in a percentage
decrease in the ordinary fee. In the second case, the Munic-
ipality is not bound to pay a surcharge; however, ACEA will
be awarded all or part of the savings expected in both energy
and economic terms according to pre-established methods.

Moreover, it has been establisﬁed that the qualitative/quan-

titative parameters will be renegotiated in 3018.

Upon natural or anticipated expiry, ACEA will be award-

ec|3 an allowance corresponding to the residual carrying

amount, which will be paid by the Municipality or the in-
coming operator if this obligation is expressly set out in the
call for tenders for the selection of the new operator.

Lastly, the contract sets out a list of events that represent

a reason of early termination of the concession and/or res-

olution of contract by the will of the parties. Among these

events, reference is made to newly arising needs attributable
to the public interest including that set out in Avrticle 23 bis of

Law Decree 112/2008 repealed following the referenda of 12

and 13 June 2011, on the basis of which ACEA has the right

to receive an allowance according to the discounted result of

a defined percentage of the annual contractual amount mul-

tiplied by the number of years until expiry of the concession.

Based on the fact that the supplementary aireement ex-

with regard to Related Party Transactions, it was analysed

by the %oard of Directors and approved during the meet-

ing held on 1 February 2011, having obtained the favourable
opinion of the Committee for Related Party Transactions.

TEe reciprocal receivables and payables — with regard to

payment terms and conditions — are governed by each sin-

gle contract:

a. for the public lighting service contract, payment shall be
made within sixty days of receipt of the invoice and, in
case of delayed payment, the legal interest rate will be
applied for the f'fljrst sixty days, after which the default
interest rate will be applied, as set out from year to year
Ilzx a Decree of the Ministry of Public Works and the

inistry of Economy and Finance,

b. with re]zerence to all other service contracts, the pay-
ment term for Roma Capitale as regards service con-
tracts is sixty days from receipt of invoice, and in the
case of late payment the parties have agreed to apply
the current bank rate at the time.

The private deed signed in June by ACEA and Roma Cap-

itale regulates the commitments and obligations due to the

implementation of the LED Plan, modifying art. 21 of the

Supplemental Agreement signed in 2011.

Specifically, the Plan involves the installation of 186,879

armourings at a rate of 10,000 per month starting from the

thirty days subsequent to the signature of the agreement.;
the 1?;e is fixed at € 48 million for the entire LED Plan.

10% of this amount will be liquidated as an advance pay-

ment and the remainder on the basis of suitable bimonthly

SALs, to be paid by Roma Capitale 80% within the thirt

days closure of the SAL and tEne remainder within the fif-

teen days following the verification of the same SAL. The

contract also involves mechanisms of incentives / fines for a

number of installations in excess / less than those scheduled

for each two-month period and a reduction of the payment
recognised by Roma Capitale, to the extent of 50% of the
counter value of the Energy Efficiency Securities due to

ACEA for the LED Project.

As a result of the execution of the LED Plan, the parties

have partially modified the price list and composition of the

fee for managing the service.

The new installations and investments contribute towards

the lump-sum fee by reason of the annual rate calculated

according to the tax amortisation method provided for the
installations involved in the specific intervention and the
percentage reduction of the ordinary fee due from Roma

Caj)itale, the amount of which is defined in the technical

and economic project document.

A floating interest rate will remunerate the invested capital.

As regargs the entity of the relations between ACEA and

Roma Capitale, see that illustrated and commented on the

receivables and payables of the parent company in note no.

19.c in this document.

As regards the economic relations, the following is a sum-

mary of the costs and revenues at 31 December 2016 con-

ceeds the reference thresholds set out by the Company cerning the most signiﬁcant relations.

REVENUES COSTS
€ thousand 31.12.2016 31.12.2015 31.12.2016 31.12.2015
Public lighting service contract 66,948 55,017 0 0
TOTAL 66,948 55,017 0 0
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ACEA AND THE ROMA CAPITALE GROUP

ACEA also has relations of a trade nature with Companies,

Special Companies or Bodies controlled by Roma Capitale.
T|Ee table below shows details of items linked to relations
with entities owned by the Roma Capitale Group.

Roma Capitale Group Payables Costs Receivables Revenue
€ thousand 31.12.2016 31.12.2016 31.12.2016 31.12.2016
AMAS.PA. 69 940 133 62
AMA Soluzioni Integrate 0 0 0
ATAC S.PA. 0 386 2
ROMA METROPOLITANE S.R.L. 0 0 56 0
FONDAZIONE CINEMA PER ROMA 49 40 0 0
RISORSE PER ROMA R.P.R.S.PA. 10 0 0 0
ROMA MULTISERVIZI S.P.A. 468 736 0 0
BIOPARCO 1 1 0 0
Total 604 1,717 576 64

ACEA AND THE SUBSIDIARIES

Financial relations

In its role as a business holding, ACEA S.p.A. defines stra-
tegic objectives at the Group and subsidiaries’ level and co-
ordinates their activities.

In the framework of the centralised management of financial
services, the parent company ACEA has for some time adopt-
ed an inter-company treasury system in the GrouP, including
inter-company finance relations, making it operative in many
companies in the Group with which a suitable multi-annual in-
ter-company finance agreement had been signed.

A new triennial inter-company finance contract was signed
on 1 April 2016, as the previous one was deemed to be
obsolete, as part of the renewal undertaken as part of the
Acea2.0 project.

On the basis of this contract, ACEA makes available a me-
dium-term revolving loan, the so-called “Inter-Company
Finance Line”, for an amount of up to a predetermined Pla-
fond allocated for financing the Enancial requirements (i)
due to needs relating to the working capital and (ii) in order
for investments to be made.

Furthermore, ACEA makes available to the companies
themselves credit lines on signature, for the same amount
as the Bank Guarantees Plagond or through the direct re-
lease of corporate guarantees for the same amount as the
Corporate guarantees Plafond.

The functioning of this contract provides that every com-
pany which has specific peripheral bank accounts can
permanently and on a daily basis carry out credit or debit
transactions on the pool account of the Parent Company,
zeroing the balance of its own bank accounts.

In the event of a negative daily inter-company balance, the
companies recognise to the Parent Company interest pay-
able calculated each year on the basis of a market interest
rate, defined as the weighted mean of the rates applied on the
market for so-called hybrid issues of capital or similar in the
utilities sector (reviewed annually and if necessary increased
by an additional margin substantially linked to the level of ex-
posure of the beneficiary company with regard to the total
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of the plafond granted to the Companies in the centralised
treasury system). The interest rate applied in 2016 ranges
from a minimum of 4.62% to a maximum of 5.78%.

In the event of a positive daily inter-company balance,
ACEA recognises to the companies interest calculated
quarterly by applying the interest rate resulting from the
arithmetic mean of the daily “3 month EURIBOR?” rates
(Bloomberg) for the previous quarter.

The contractual terms applied are, at parity of credit stand-
ing and type of financial instrument, in line with those re-
sulting from the reference market, supported by a bench-
mark prepared by a primary consultancy firm.

Trade relations

ACEA S.p.A. also provides administrative, financial, legal,
logistic, management and technical services to subsidiar-
ies and associates in order to optimise the use of existing
resources and know-how in an economically advantageous
manner. These services are governed by specific annual
service agreements.

As regargs service agreements, with effect from 1 Januar
2014 and for a three year period, ACEA revised the list of
offered services, aligned fees to market prices, made the
service agreements compliant for regulatory purposes and
under the Organisational, Management ang/gontrol mod-
el and introduced new SLAs (Service Level Agreements) to
improve the level of service offered, to be compared to the

related KPI (Key Performance Indicators).
Within the scope of the Acea2.0 project ACEA and the

Area companies approved a contract for the implemen-
tation of major initiatives for (transversal and business)
technological development by setting up a joint venture.
The above contract contains economic — financial rules and
regulations on participation to thejoint venture.

AEEA also provides management, applicative manage-
ment and maintenance services related to adhesion to the
ACEA2.0 programme regulated by a suitable contract.
The contractual terms applied are, at parity of type of ser-
vice rendered, in line with those resulting from tKe market.
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ACEA AND THE MAIN COMPANIES
OF THE CALTAGIRONE GROUP

Caltagirone Payables Costs Receivables Revenue
€ thousand 31.12.2016 31.12.2016 31.12.2016 31.12.2016
PIEMME SPA - CONCESSIONARIA
DI PUBBLICITA SPA 40 55 0 0
METROPOLITANA DI NAPOLI SPA 0 0 18 261
Total 40 55 18 261
The impact of relations with related parties on the state- ment of cash flows is shown below.
ment of financial position, the financial results and state-
IMPACT ON THE STATEMENT
OF FINANCIAL POSITION
Of which Of which
Statement of related party related party
Financial Position 31.12.2016  transactions % impact 31.12.2015  transactions % impact Variation
Financial assets 237,625 237,499 99.9% 121,913 121,688 99.8% 115,712
Trade receivables 4,517 826 18.3% 7,829 3,861 49.3% (3,312)
Intragroup trade receivables 57,496 57,496 100.0% 95,984 95,984 100.0% (38,488)
Other current assets 25,378 2,345 9.2% 24,070 2,343 9.7% 1,308
Intragroup current
financial assets 1,499,971 1,499,971 100.0% 1,195,870 1,195,870 100.0% 304,101
Current tax assets 77,372 36,053 46.6% 47,484 24,609 51.8% 29,888
Borrowings 105,192 81,508 77.5% 77,570 53,814 69.4% 27,623
Trade payables 206,553 97,498 47.2% 155,687 50,718 32.6% 50,867
Tax Payables 36,544 9,129 25.0% 55,848 26,656 47.7% (19,304)
IMPACT ON THE INCOME STATEMENT
Of which Of which
related party related party
Income Statement 31.12.2016  transactions % impact 31.12.2015  transactions % impact Variation
Revenue from sales
and services 172,762 168,903 97.8% 168,975 163,114 96.5% 3,787
Other revenue and proceeds 1,725 8,111 69.2% 1,16 9,415 84.7% 609
Costs of materials
and overheads 143,851 87,038 60.5% 133,268 47,066 35.3% 10,583
Financial income 89,784 87,325 97.3% 95,092 93,081 97.9% (5,307)
Financial costs 102,830 183 0.2% 79,198 274 0.3% 23,632
Profits on Equity Investments 146,247 146,247 100.0% 146,438 146,438 100.0% 191
Losses on Equity Investments 408 408 100.0% 172 172 100.0% 236
IMPACT ON THE STATEMENT OF CASH FLOWS
Of which Of which
related party related party
Statement of Cash Flows 31.12.2016  transactions % impact 31.12.2015  transactions % impact Variation
Cash flow generated
by operations 23,536 76,859 326.6% (8,706) (60,622) 696.4% 32,242
Cash flow generated by
investment/disinvestment (139,787) (384,835) 275.3% 1,170,410 1,007,587 86.1% (1,310,197)
Cash flow generated by loans (79,927) (83,368) 104.3%  (1,366,633) (947,490) 69.3% 1,286,706
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LIST OF RELATED PARTY TRANSACTIONS

ACEA AND ROMA CAPITALE: LED PROJECT

The project involves the almost complete replacement of
|ig|'1t ﬁttings of existing street |ighting installations in place in
Roma Capitale with Light Emitting Diode (LED) equipment.

Once obtained the reasoned binding opinion of the Board
of Statutory Auditors, acting as "equivalent supervisory
body" pursuant to paragraph 1% of Consob Communication
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no. DEM /10078683 of 24 September 2010, the Board
of Directors approved the transaction on 22 April 2015 and
ranted the Chief Executive Officer "the powers necessary for
fg'ma/izing and signing the Implementing Instrument with Roma
Capitale [...] with authority to make any non-material amend-
ments and/or additions that are considered useful and/or neces-
sary for the definitive and formal execution of the transaction”.

The private deed for the LED Plan was signed in June 2016.
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UPDATE ON MAJOR DISPUTES AND LITIGATION

OTHER ISSUES

E.ON. Produzione S.p.A. roceedings against ACEA,
ACEA Ato2 and AceaErectraEe| Produzione
These proceedings were launched by E.ON. Produzione
S.p.A.,as successor to ENEL regarding a number of conces-
sions for the abstraction of public water from the Peschiera
water sources for electricity production, to obtain an order
against the%ointly and severally liable defendants (ACEA,
ACEA Ato2 and AceaElectrabel Produzione) for payment
of the subtension indemnity (or compensation for damag-
es incurred due to illegitimate subtension), which remained
frozen in respect of that defendant in the 1980s, amount-
ing to € 46.8 million (plus the sums due for 2008 and lat-
er§or alternatively payment of the sum of € 36.2 million.
As for the decision O\zthe TRAP (Regional Court of Pub-
lic Waters), before which a ruling is pending regarding the
matter in question, to arrange for a court-appointed expert
as regards the values of subtension for branching off, an
subsequent reduction in hydroelectric production and in-
demnities due, the judge suspended the 3 October 2013
hearing where memoranda were presented concerning the
Eartial payment of the unpaid fees. In the 9 January 2014
earing, a decision on the case was not taken.
On 3 May 2014 the TRAP (Regional Court of Public Wa-
ters), in Sentence No. 14/14, quashed E.ON.’s applications
ruling that the 1985 agreements are still valid, considering
the application to be limited to the ‘subtension price’, ruling
however that relevant to the measurement of adjustments
to be inadmissible.
E.ON was ordered to pay 32 thousand euros for court costs
plus accessory charges and Court appointed expert fees.
On 23 June 2014 %.ON filed an appeal with the Higher
Court of Public Waters (TSAP), the Erst hearing of wiich
will be held on 1 October 2014. After a number of proce-
dural postponements, at the hearinﬁ of 14 January 2015, the
proceedings were deferred to the hearing before the panel
of judges on 10 May 2015, also with respect to the decision
on the request for a new court appointed expert appraisal
submitted by E.ON. As of 29 February 2016, the Higher
Court of PuElic Waters had not yet passed sentence on the
matter. in sentence no. 243/2016, the appeal was rejected,
and E.O.N. was ordered to pay the legal cost involved.
In an appeal before the United sections of the Court of
Cassation on 20 December 2016, the counterparty im-
pugned the sentence of the TSAP; ACEA’s counter-appeal
was notified on 27 January 2017.

ACEAS.p.A. - SASI
In ruling 6/10, the TRAP (Regional Court of Public Wa-
ters) accepted the request submitted by ACEA against the
Societa Abruzzese per il Servizio Integrato S.p.A. (SASI)
for the compensation of damage for the illegitimate with-
drawal of water from the Verde river. ACEA was awarded €
9 million plus interest accrued from 14 June 2001 until 30
July 2013 in compensation for damages.
The sentence, which is not tem orariFy enforceable, was ap-
ealed by SASI before the TSXP (Higher Court for Pubric
C\/aters) and ACEA filed a cross-appeal. In non-definitive
judgment No. 117/13 on 11 June 201£the TSAP, upholding
one of the reasons for appeal, adjourned the proceedings
a%ointing an expert to estimate the damage suffered by
ACEA in the period 2010/2013. The TSAP set the hearing
for 23 October 2013, then adjourned the proceedings un-
til 27 November 2013. At this hearing the same court-ap-

pointed expert from the first instance was assigned to
the case which was adjourned until 14 May 2014 for the
court-appointed expert's findings. The court appointed ex-
pert appraisal was filed, which reduced the amount owed by
SASI to € 6 million and, at the hearing on 28 January 2015,
the Superior Court dismissed the adverse part app{ication
for a request for clarification to the expert, acﬁlourning the
case to 27 N\ay 2015 for the decision. The case was again

ostponed to the hearing before the panel of judges on 25
Rlovember 2015 for the decision. In sentence no. 16/17 -
filed on 1 February 2017 - the TSAP recognised to Acea
the sum of € 6,063,361.00 plus legal interest compen-
sating the readjusted annual amount from 2001 to 2010
and interest on arrears awaiting the decision. The terms for
appealing to the Court of Cassation are pending.

AS.A. - Acea Servizi Acqua - SMECO

By means of summons notified in autumn 2011, ACEA was
summoned to court to respond to the alleged damage that
it’s even more unlikely non-compliance with unproven and
inexistent obligations which are assumed to have been ad-
opted under the shareholders’ agreement relating to the
subsidiary A.S.A. - Acea Servizi Acqua - would have caused
to the minority shareholders of the latter, and their respec-
tive shareholders. The claim is worth over € 10 million.

The judge upheld SMECO's claim and appointed a
court-appointed accountant to calculate the costs borne,
loss of profit and any payable fees by effect of the seller's
option in the shareholders’ agreements.

At the hearing on 11 February 2014, which was held to dis-
cuss the comments on the expert report, the Judge gRranted
the parties time to comment on the Court Expert Report
and summoned the Expert for clarification at the hearing
on 20 March 2014.

Following the above-mentioned comments, the Delegat-
ed Judge, at the hearing of 20 March 2014 issued a deci-
sion, substantially admitting the pleadings of the defence
and of ACEA's appointed expert, postponed the case
to the hearing on 1 July 2014, in order to better define,
Jjointly with the parties and the party's afjgointed expert,
the documentation to be acquired from Acea Ato 2 and
proceed to supplement the Court Expert Report. During
the hearing on 1July 2014, the new Judge reserved a de-
cision on the request for additional consultancy, which
was subsequently rejected by decision issued outside the
hearing. On 20 January 2015 the case was adjourned for
Jjudgment. By judgment no. 17154/15 of 17 August 2015,
the Court entirely dismissed the application and ordered
the parties to jointly reimburse the costs to ACEA which
were assessed in € 50,000.00 in addition to incidental
expenses. On 1 October 2015 SMECO lodged an appeal
before the 2nd Civil Section of the Rome %ourt ot Ap-
peal General Docket 6033/15. At the hearing of 3 FeE—
ruary 2016, the case was adjourned to 1 April 2018 for the

closing statements.

Milano 90 dispute

This issue concerns Milano '90's failure to pay 5 million eu-
ros due for the balance of the sale price of the area in the
municipality of Rome with access from via Laurentina No.
555, formalised on 28 February 2007 and with a subse-
quent supplementarJ/ deed of 5 November 2008. With the
supplementary deed, the parties a%:eed to change the fee
from € 18 million to € 23 million, while eliminating the earn

out, setting 31 March 2009 as the payment deadline.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



Given the purchaser's failure to act, the procedure to col-
lect amounts due was initiated by preparing a notice warn-
ing Milano ‘90 to pay and through application for an in-
junction order which, on 28 June 2012, was granted in a
tempora rily executive form.
Therefore, the aforementioned injunction order was no-
tified on 3 September 2012 and on 23 November, it was
delivered to the Judicial Officer for third-party seizures, for
the coercive collection of the amounts due.
Today, the objection by Milano ‘90 is pending before sec-
tion X of the Court of Rome. An a(fditional proceeding
within this case was established pursuant to art. 649 of the
Code of Civil Procedure, aimecfat suspending the tempo-
rary execution of the challenged injunction order. This sus-
Eension was approved by the Judge.

nforcement was also suspended, after the temporary en-
forcement of the injunction order.
At the hearing on 13 March 2014, the Judge reserved the
decision as to the admission of evidence.
By decision dated 7 April 2014 the Judge, considering that a
technical survey was needed to assess the land planning sit-
uation of the property and deciding to admit the witnesses’
evidence as requested by ACEA, adjourned the hearing to 18
December 20(14 for the witness hearing and engagement of
the Court appointed expert. By decision dated g November
2015, the Judge, on request by the Court appointed expert,
adjourned the case to 28 January 2016 for the filing of the
technical consultancy document. The Judge then adjourned
the case to 5 May 2016. The Court appointed expert filed
the clarifications requested by the Judge on the evaluations
already made on the actual vaKJe ofthe%and and the case was
adjourned to 15 June 2017 for the closing statements.

Trifoglio dispute
The complex dispute consists of a case filed as a plaintiff and
also a case appearing as a defendant.

Case filed as a plaintiff: this issue concerns the breach by
Trifoglio of its olt)nligation to pay the balance of the amount
due gtotalling €10.3 mi||ion§, pursuant to the sale contract
regarding the so-called Autoparco property, which should
have been paid on 22 December 2011.

In consideration of Trifoglio's breach, a notice was served
aimed at signing a deed to voluntarily terminate the sale
agreement of 22 December 2010, and then to file a claim
before the Court of Rome, pursuant to art. 702-bis of the
Code of Civil Procedure. The hearing for the appearance
of the parties before the court set for 13 November 2012
was postponed to 30 April 2013 FollowinETrifoglio's call of
a third-party to appear before the court (Piano Assetto C9
Stazione Ostiense Consortium).

In the meantime, ATAC Patrimonio filed a claim for the
termination of the sale agreement of 22 December 2010
for the portion for which it is responsible.

After turning the proceedings from summary to ordinary,
the Court adjourned the case to 7 May 2014 tor the admis-
sion of evidence, by granting the time limit for filing briefs
pursuant to art. 183, paragraph 6 of the ltalian Cgode of
Civil Procedure with e&ect from 14 January 2014.
Together with the submission of briefs pursuant to art. 183
no. 1 of the ltalian Code of Civil Procedure, a new defence
counsel for Trifoglio filed its appearance in the proceedings
that charged AéEA for a new breach on account of the
alleged impossibility to complete the development of the
area covered by the sale agreement.

The hearing was postponeﬁ to 14 October 2014 for joinder
of proceedings with another case, which has the same subject
and was filed by ATAC Patrimonio, and for the possible join-
der of proceedings with the case filed by Trifoglio (see be{ow).
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Case appearing as a defendant: in addition a new summons
by Trifoglio was acknowledged, a§ain concerning the deed
of sale and aimed at having it declared null and void. In the
summons, Trifoglio requested joinder with the proceedings
instituted by A%EA, in addition to requesting the admis-
sion of an expert opinion. The summons, which as well as
to ACEA was also served to ATAC Patrimonio, contains a
claim for damages of approximately € 20 million.

In the briefs submitted pursuant to art. 183 no. 2 of the
Italian Code of Civil Procedure, the counterparty request-
ed the admission of the expert advice essentially to assess
the possibility to proceed with development of the area.
At the hearing held on 27 May 2014 to discuss the sum-
mons filed by%'rifoglio, the case was remanded to the Dis-
trict Presiding Judge who ruled the proceedings be read-
mitted to the Judge who heard the case brought by ACEA,
as the cases are related. As matters stand, the questions
raised by the opposing party appear to be groundless.

The cases were joined by the Judge before whom the case
appearingasa pfaintiﬁ: was pending and both cases were ad-
journed to the hearing on 7 April 2015, after questionins
the Court appointed expert again. The case was adjourne
to the hearing on 6 October 2015 for the final nomination
of the Court appointed expert and conferment of duties to
the expert, after solving tEme preliminary questions related
to the prosecution. The hearing for discussing the report
was set on 20 January 2016, on the basis of the request
by the Court appointed expert to be assisted by other ex-
perts, and adjourned until 15 June 2016; the consultanc
document was filed on said date. On 21 September 201&
the expert report was examined. After the claims made by
the AgEA defence counsel, the judge, in decision dated 2
December 2016, merely summoned the Court appoint-
ed expert to appear again and provide clarifications on the
method of calculation used and consequent fulfilment of
the contractual guarantee, then adjourning the case until
14 February 201/. In the hearing on 14 February 2017, the
Judge revoZed the summoning of the Court appointed ex-
pert, thereby concluding the expert’s involvement. Believ-
ing the case to be ready for a decision, the closing state-
ments were adjourned until the hearing on 29 March 2017.
In the hearing, the judge sent the case for ruling, assigning
the terms for filing the closing statements and replies.

Kuadra dispute

Within the scope of the Kuadra S.r.l. dispute against the subsidi-
ary Marco Polo S.r.. in liquidation for alleged breach of contract
re?;ted to participation in the Temporary Grouping of Compa-
nies for the CONSIP order, lawsuits were also filed against the
same Kuadra S.r.l. and the shareholders of Marco PoFo (there-
fore: ACEA, AMA and EUR) as well as Roma Capitale.

This summons was filed by the counterparty on the basis
that Marco Polo was under the management and coordina-
tion of all direct and indirect Shareholders.

ACEA holds that, also in consideration of the generic na-
ture of Kuadra S.r.ls reasoning attributing responsibility to
the Shareholders of Marco Po%o S.r.l.in liquidation, the risk
of an unfavourable ruling is considered remote, while the
indirect risk as a Marco |§o|o Shareholder, has already been
considered in the assessment of risks with the subsidiary.
The case was adjourned until 19 January 2016 for the decision
on the admission of evidence. The judge reserved his decision
on the matter. In dissolution of the agorementioned reserve,
the Judge rejected the preliminary claims made by the plain-
tiffs, adjourning the case to 4 October 2016 for the conclud-
ing statements. As a result of the beginning of discussions for
the amicable settlement of the dispute, the hearing was ad-

journed to 20 February 2017 and again to 29 May 2017.
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Dispute with Province of Rieti

The Province of Rieti served a summons to ACEA and
ACEA Ato 2, requesting compensation (for various rea-
sons) for the damage that it would suffer due to failure to
approve the agreement on the so-called interference be-
tween the various services.

The Province of Rome, the Area Authority ATO2 Central
Lazio Rome, Roma Capitale and the Lazio ge ion were also
summoned together with ACEA and ACEA Ato 2.

The value of the dispute is high: to date approximately €
90 million (€ 25 million until 31 December 2005 and € 8
million per year for the subsequent period), but the struc-
ture of the defensive arguments is rather fragile, especially
against ACEA. First the identification of the competent
court appears open to challenge: the Ordinary Court in
place of the Regional Court of Public Waters; second, the
compensation |iabi|i13/ for delay in approving the interfer-
ence agreement is definitely not attributable to ACEA,
since it was not due to the conduct of the company.

The case was adjourned to 14 July 2015 for the admission
of evidence requested by the parties within the established
time limit and was then adjourned again to 2 February 2017
for the concluding statements, given that this is a legal case
with significant preliminary exceptions. Another adjourn-
ment to 19 September 2017 was ordered at the hearing.

Dispute with Giancarlo Cremonesi

Former ACEA Chairman, Giancarlo Cremonesi, filed an ap-
peal before the Court of Rome, Employment section, ask-
ing for an order requiring the company to pa?/ in his favour
the remuneration not received due to the early termination
of his office as well as the related non-material damages.

By sentence no. 4362 dated 5 May 2016, partially unfa-
vourable (failure to recognise the request for compensation
for damages), ACEA was ordered to pay the remuneration
due. The payment was made in July 2016.

Dispute with Andrea Peruzy and Maurizio Leo
With similar actions brought before the Court Employ-
ment Division, former Directors of ACEA S.p.A. Peruzy
and Leo, summoned ACEA and requested that the Com-
pany be ordered to pay in their favour the remuneration
not received by them - amounting to 190 thousand and €
185 thousand respectively - due to the early termination of
office, and compensation for pecuniary and non-pecuniary
damage for various specified reasons, to be also quantified
on an equitable basis.
ACEA%|ed its appearance and in the first place asserted
the non-applicability of the employment law procedure and
then the necessary transfer of the proceedings to the ordi-
nary courts, as well as the lack of grounds of the claim.
The cases were postponed for the decision on the pre-
liminary procedural issues to the hearin of 19 November
2015. At the hearing on 25 February 2(%16, the Court, by
order of the same date, declared the lack of jurisdiction of
the specialized Section and referred the case to the Presi-
dent of the Court for allocation to another section.
For Maurizio LEO, the case was resumed before the Com-
anies Section of the Court of Rome and the next hear-
ing has been adjourned to 23 January 2018 for the closing
statements. For Andrea PERUZY, the case was also as-
signed to the Companies Section of the Court of Rome;
the next hearing is scheduled for 12 February 2018 for the

closing statements.

Former COS proceedings
The following cases related to the COS dispute are cur-
rently pending, concerning the ascertainment of illegality
of the tender contract between ALMAVIVA Contact (for-
merly COS) and ACEA and the consequent right of the
lenders to be recognised subordinate employment relations
with ACEA S.p.A.
It must be noted that the majority of the cases have been
settled and that seven of them are still pending at various
levels as regards the validity of the claim ([zhe ascertainment
of the bogus nature of the tender and the right to employ-
ment relations).
On the basis of the sentences concerning the validity of the
claim, the workers who won their cases (those in favour of
whom subordinate employment relations with ACEA were
recognised) then started cases for the quantification of their
claims, in which it was demanded that ZCEA pay the remu-
neration due as a result of the employment relations started.
Given that there are multiple cases, and that they were under-
taken by the same six worEers, but referring to different peri-
ods in which the presumed receivables matured and have led
to differing sentences pending at various levels ofjurisdiction.
Specifically, two cases are pending before the Court of
Cassation (registered in 2012 and %014, with hearing not
yet set) Followini an a‘Epea| by the lenders who lost their
appeal and ACEA has filed a counter appeal. The sums de-
manded have already been paid out in execution of the first
level sentence then reformed, and there are no more out-
oings currently expected.
%\n additional case Eas been settled at the first level in sen-
tence 5538/15 dated 3 June 2015, rejecting the demand
- concerning a certain timeframe — on the main basis that
the six lenders had in the meantime still been employed by
ALMAVIVA Contact (formerly COS) and were therefore
earning income anyway.
The va%ue of the demands totalled € 660 thousand plus
supplements, but ACEA has not been convicted and has
hot therefore paid anything out.
However, the workers who lost their cases have appealed
and the hearing has been set on 18 September 2017.

ARMOSIA Dispute

This is a lawsuit filed against the Injunction Decree issued
by the Court of Rome - RG. 58515/14 against areti for the
amount of € 226,621.34, demanded by Armosia MP for the
rental fees for April, May and June 2014 for the building in
Rome - Via Marco Polo, 31. The Injunction Decree was de-
clared provisionally executive by ordinance dated 8 July 2015.
In the hearing on 17 February 2016, the Judge adjoined
this case with the other pend>i/ng and filed unSer RG no.
30056/2014 before the Court of Rome, taken by ACEA
and areti (transferee of the lease contract) in order to ob-
tain the termination of the lease contract.

In this latter case, Armosia MP has also filed an unconven-
tional remand for compensation for the damages incurred
in consideration of the degrading condition of the building
when it was released by areti. The demand made was for a
total of about € 9 million. In the hearing on 17 February
2016, both ACEA and areti challenged this demand. The
Judge called upon the Court appointed expert, adjourning
the case to 14 March 2016 for the conferment of cfuties. In
the hearing on 30 November 2016, after completion of the
expert’s duties, the case was adjourned to 24 May 2017 for
debate and decision.
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ADDITIONAL DISCLOSURES ON FINANCIAL
INSTRUMENTS AND RISK MANAGEMENT POLICIES

CLASSES OF FINANCIAL INSTRUMENTS

The following table shows the breakdown of financial assets

Held for trading

and liabilities required by IFRS 7 based on the categories
defined by IAS 39.

financial instruments Loans and Available-for-sale Carrying
€ thousand at fair value receivables financial instruments amount Notes
Non-current assets 0 205,386 2,350 207,737
Other equity investments 0 2,350 2,350 15
Financial assets due from Parent Company,
subsidiaries and associates 0 205,261 0 205,261 17
Financial assets due from third parties 0 126 0 126 17
Current assets 0 2,142,141 0 2,142,141
Trade receivables from customers 0 4,517 0 4,517 19
Trade receivables from related parties 0 57,496 0 57,496 19
Financial assets due from Parent Company,
subsidiaries and associates 0 1,497,175 0 1,497 175 19
Financial assets due from third parties 0 5,617 0 5,617 19
Cash and cash equivalents 0 577,334 0 577,334 19
TOTAL FINANCIAL ASSETS 0 2,347,527 2,350 2,349,877

Financial instruments Liabilities at Liabilities at Carrying

€ migliaia held for trading Fair Value amortised cost amount Notes
Non-current liabilities 0 4,034 2,512,693 2,516,727
Bonds 0 0 2022134 2,022,134 23
Bonds valued at FVH 0 (1,221 1,221
Bonds valued at CFH 0 24,789 24,789
Bank borrowings (non-current portion) 0 0 465,770 465,770 23
Bank borrowings (non-current portion)
measured at CFH 0 5,255 5,255
Current liabilities 0 0 311,746 311,746
Bank borrowings 0 0 0 0 26
Bonds (current portion) 0 0 0 0 26
Bank borrowings (current portion) 0 0 23,394 23,394 26
Financial liabilities due to the Parent
Company, subsidiaries and associates 0 0 81,508 81,508 26
Financial liabilities due to third parties 0 0 290 290 26
Trade payables 0 0 109,626 109,626 26
Trade payables due to Parent Company,
subsidiaries and associates 0 0 96,927 96,927 26
TOTAL FINANCIAL LIABILITIES 4,034 2,824,439 2,828,473

FAIR VALUE OF FINANCIAL ASSETS AND LIABILITIES
The fair value of financial instruments that are not traded in
an active market is determined using valuation models and
techniques that make maximum use of market inputs or
using the price supplied by a range of independent coun-
terpartles.

The fair value of medium/long-term financial assets and li-
abilities is calculated on the basis of the risk less and the risk
less adjusted interest rate curves.

The fair value of trade receivables and payables falling due
within twelve months was not calculated as their carrying
amount approximates to fair value.

In addition, fair value is not calculated when the fair value
of financial assets and liabilities cannot be objectively de-
termined.

ACEA S.P.A. FINANCIAL STATEMENTS

TYPE OF FINANCIAL RISKS AND
RELATED HEDGING POLICIES

Foreign exchange risk

ACEA is not particularly exposed to this type of risk, which
is concentrated in the conversion of the financial state-
ments of its overseas subsidiaries.

As regards the 20 billion yen Private Placement, the ex-
change rate risk is hedged through a cross currency swap
described in the section on interest rate risk.

Liquidity risk

In the framework of the Group policy, ACEA’s objective of
managing the liquidity risk is to have a financial structure
which, in compliance with the business objectives and the lim-
its defined by the Board of Directors, ensures a liquidity level
suited to the financial requirements, maintaining the correct
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balance between duration and composition of payables.

The process of liquidity risk management, which uses finan-
cial planning instruments for the outgoing and incoming
cash flows which guarantee the treasury hedging and mon-
itor the trends in the consolidated financial debt, is realised
through both the centralised management of the treasury
and through the support and assistance provided by the
subsidiaries and associates which there is no centralised fi-
nance contract.

At 31 December 2016, the Parent Company held uncom-
mitted credit lines totalling € 803 million, which are not
used. No guarantees were issued to obtain these credit lines.
At the end of the year, ACEA had no loans, term deposits

and similar transactions.

Finally, as part of the EMTN programme of € 1.5 billion,
approved in 2014, ACEA can issue bonds up to a total of €
400 million until 2019, given that in October 2016, bonds
were placed with a value in the programme of € 500 mil-
lion, which reduced the availability of the programme until
its expiry.

Interest rate risk

The ACEA Group’s approach to managing interest rate risk,
which takes the structure of assets and the stability of the
Group’s cash flows into account, has essentially been tar-
getecﬁ up to now, at hedging funding costs and stabilising
cash flows, in such a way as to safeguard margins and ensure
the certainty of cash flows deriving from ordinary activities.
The Group’s approach to managing interest rate risk is,
therefore, prudent and the methods used tend to be static
In nature.

A static (as opposed to dynamic) approach means adopting
a type of interest rate risk management that does not re-
quire daily activity on the markets, but rather a Eeriodical
analysis and control of positions based on specific needs.
This tyﬂe of management therefore involves daily activi-
ty on the markets, not for trading purposes but oriented
rather towards the medium/long-term, with the objective
of hedging the exposures identified.

ACEA has, up to now, opted to minimise the interest rate
risk by choosing a mixed range of fixed and floating rate
funding instruments.

As previously noted, fixed rate funding protects a borrower
from the cash flow risk, given that it stabilises the financial
outflows, whilst heightening exposure to the fair value risk in
terms of changes in the market value of the debt.

An analysis of the consolidated debt position shows that the
risk to which ACEA appears to be most exposed is the fair

value risk, being at 31 December 2016 composed of hedged
fixed rate borrowings (73.2%), the hedgini instruments
thus being considered less exposed to the risk of variability
of the future cash flows.
ACEA is consistent with its decisions regarding interest
rate risk management, which essentially aims to Eoth con-
trol and manage this risk and to optimise borrowing costs,
taking account of Stakeholders’ interests and the nature of
the Ggroup’s activities, and based on the prudence principle
and best market practices. The objectives of these guidelines
are as follows:

+ to identify, from time to time, the optimum mix of fixed
and floating rate debt,

* to pursue a potential optimisation of borrowing costs with-
in the risk limits established by governance bodies and in
accordance with the specific nature of the business,

+ to manage derivatives transactions solely for hedging
purposes, should ACEA decide to use them, in respect
of the decisions of the Board of Directors and, thereFore,
the approved strategies and taking into account (in ad-
vance) the impact on the income statement and State-
ment of Financial Position of said transactions, giving
preference to instruments that qualify for hedge account-
ing (typically cash flow hedges and, under given conditions,
fair value hedges).

[t should be noted that ACEA has:

+ swapped the € 100 million loan obtained on 27 Decem-
ber 2007 to a fixed rate. The swap, a plain vanilla IRS, was
entered into on 24 April 2008, effective as of 31 March
2008 (date of drawdown of the underlying loan) and ex-
pires on 21 December 2021,

« completed a cross currency transaction to transform to
euro — through a plain vanilla DCS swap - the currency
of the private placement (yen) and the yen rate applied to
a fixed euro rate through a plain vanilla IRS swap,

» swapped to floating rate € 300 million of the 5-year €
600 million fixed rate bond placed on the market in Sep-
tember 2013.

All the derivative instruments taken out by ACEA and list-

ed above are non-speculative and the fair values of the same

are respectively:

« negative for € 5.3 million (negative for € 7.0 million at 31
December 2015),

+ negative for € 24.8 million (negative for € 33.0 million
at 31 December 2015) and

+ positive for € 1.2 million (positive for € 0.9 million in
2015).

The fair value of medium/long-term debt is calculated on the

basis of the risk less and the risk-adjusted interest rate curves.

€ thousand Amortised cost RISK-FREE FV  increase/ (decrease) RISKADJUSTED FV  increase/ (decrease)
Bank Loans: (A) (B) (A) - (B) <) (A)-(C)
Bonds 2,045,702 2,070,005 (24,303) 1,956,898 88,804
fixed rate 0 0 0 0 0
floating rate 447,507 457,067 (9,560) 455,793 (8,286)
floating rate to fixed rate 46,912 47,936 (1,024) 46,947 (35
Total 2,540,122 2,575,008 (34,886) 2,459,639 80,483
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This analysis was also carried out using the “risk-adjusted”
yield curve, i.e. a curve adjusted to take account of the level
of risk and of ACEA's sector of activity. A curve populated
with fixed rate bonds denominated in EUR, issued by do-
mestic companies in the public utilities sector with a com-
posite rating ranginE from BBB + and BBB- was used.

A sensitivity analysis has been carried out on medium/long-term
financial liabilities using stress testing, thus applying a constant

Constant spread applied

spread over the term structure of the risk less interest rate curve.

his makes it possible to evaluate the impact on fair value
and on future Cash Flows for both the individual instru-
ments in the portfolio and the overall portfolio.

The following table shows the overall fair value changes of
the debt portfolio based on parallel shifts (positive ant?neg—
ative) between -1.5% and +1.5%.

Changes in Present Value (€ million)

-1.50% (187.8)
-1.00% (112.8)
-0.50% (41.0)
-0.25% (6.2)
0.00% 0.0
0.25% 61.1
0.50% 93.8
1.00% 156.9
1.50% 217.5

As regards the type of hedges for which the fair value is

calculated and with reference to the hierarchies required

are categorised as level 2; there were no reclassifications
made to or from other fair value levels as defined by IFRS13

by the IASB, given they are composite instruments, they during the reporting period.

ACEA S.P.A. FINANCIAL STATEMENTS
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COMMITMENTS AND CONTINGENCIES

These amounted to € 1,007,802 thousand, a reduction of
€ 97,314 thousand compared to 31 December 2015 (€
1,105,116 thousand).

The balance includes :

ENDORSEMENTS AND GUARANTEES
ISSUED AND RECEIVED

This item had a positive net balance of € 173,646 thou-
sand, resulting from endorsement and guarantees issued of
€ 224,615 thousand and those received amounting to €
50,969 thousand.

They recorded an increase of € 8,751 thousand compared
to the end of last year.

LETTERS OF PATRONAGE ISSUED AND RECEIVED

This item had a positive balance of € 585,514 thousand,
comprising letter of patronage issued of € 585,717 thou-
sand and letter of patronage received of € 203 thousand.
There was an overall reduction of € 106,066 thousand
during the course of the year.

The major changes concerned:

o the expiry of the guarantee issued to Acea Energia in the
interest of e-distribution as back-to-back guarantee for
the transport of electricity (€ 66,000 thousand at 31
December 2015),

e the reduction of the back-to-back guarantee to Cassa
Depositi e Prestiti for the € 8,899 tﬁousand loan grant-
ed to areti,

e the release of the guarantees to Deutsche Bank AG
on behalf of Acea Egner ia as part of the ISAD Master

Agreement (€ 10,000 thousand at 31.12.2015),

» the reduction in guarantees to various companies on behalf
of Acea Energia, including Eni Trading & Shipping, AMS
Voghera and 5e ower |taﬁa7 totalling € 19,721 thousand,

« the expiry of the Corporate guarantee to the former
Shareholder of Aquaser for € 4,067 thousand,

« the issuing of a guarantee to UNICREDIT on behalf of
ACEA Ato5 for € 6,306 thousand to hedge a guarantee
issued by UNICREDIT to the AATO.

Third-party assets held under concession

These amounted to € 86,077 thousand and did not under-

Eo changes compared to 31 December 2015; they refer to
ublic Lighting assets.
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ANNEXES TO THE NOTES OF WHICH
THEY ARE AN INTEGRAL PART

ANNEX 1: ANALYSIS OF NET DEBT

ANNEX 2: STATEMENT OF CHANGES IN EQUITY
INVESTMENTS AT 31 DECEMBER 2015

ANNEX 3: NON-RECURRING MATERIAL
TRANSACTIONS PURSUANT TO CONSOB
RESOLUTION NO. 15519 OF 27 JULY 2006
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ANNEX 4: POSITIONS OR TRANSACTIONS
DERIVING FROM UNUSUAL AND/OR
EXCEPTIONAL TRANSACTIONS

ANNEX 5: SEGMENT INFORMATION (IFRS 8)
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ANNEX 1: ANALYSIS OF NET DEBT

AT 31 DECEMBER 2016

€ thousand 31.12.2016 Related parties 31.12.2015 Related parties Variation
Non-current financial assets 126 0 225 0 99
|ntercompany non-current

financial assets 205,261 205,261 85,038 85,038 120,223
Non-current borrowings

and financial liabilities (2,487,904) 0 (2,361,064) 0 (126,841)
Financial assets/(liabilities)

deriving from measurement

of derivative instruments (28,823) 0 (39,037) 0 10,214
Net medium/long-term debt (2,311,341) 205,261 (2,314,837) 85,038 3,497
Cash and cash equivalents 577,334 0 773,512 0 (196,178)
and securities

Current financial assets/(liabilities) (19,836) 1,769) (19,892) 1,770) 56
|ntragroup current

financial assets/(liabilities) 1,417,437 1,417,437 1,141,048 1,141,048 276,389
Net short-term debt 1,974,935 1,415,668 1,894,668 1,139,278 80,267
Total net debt (336,406) 1,620,929 (420,170) 1,224,316 83,764

ACEA GROUP « 2016 FINANCIAL STATEMENTS



ANNEX 2: STATEMENT OF CHANGES
IN INVESTMENTS AT 31 DECEMBER 2016

CHANGES DURING THE PERIOD

Increases/ Impairments/

€ thousand 31.12.2015  Acquisitions Disposals Reclass. Decreases Losses 31.12.2016
Subsidiaries

Areti S.p.A. 648,651 0 0 35,183 28 0 683,861
ACEA Ato2 S.p.A. 585,442 0 0 0 0 0 585,442
Acea8Cento S.p.A. 120 0 0 0 0 0 120
Consorcio Agua Azul 5,113 0 0 0 142) 0 4,970
Acea Elabori S.p.A. 4,024 756 0 0 35 0 4,814
Ecomed S.r.l. 56 0 0 0 62 0 18
Acea Energia S.p.A. 277,044 0 0 0 0 0 277,044
ACEA AtoS S.p.A. 13,934 0 0 0 0 0 13,934
Aguazul Bogota SA 590 0 0 0 53 0 644
Consorcio Acea Tradexco 43 0 0 0 0 0 43
Acea Domenicana SA 606 0 0 0 4 0 610
Acque Blu Arno Basso S.p.A. 14,663 0 0 0 0 0 14,663
Ombrone S.p.A. 19,383 0 0 0 0 0 19,383
Acque Blu Fiorentine S.p.A. 43,911 0 0 0 0 0 43,91
Acea Ambiente S.r.l. 22,136 0 0 10,421 16 0 32,573
Kykos 0 4,788 0 (4,788) 0 0 0
Umbra Acque S.p.A. 6,851 0 0 0 0 0 6,851
Aquaser S.r.l. 5,401 0 0 0 16 0 5,417
Crea Gestioni S.r.l. 6,127 0 0 0 0 0 6,127
Acea Gori Servizi S.c.a.r.l. 1,659 0 0 0 0 0 1,659
Solemme 5,633 0 0 (5,633) 0 0 0
Parco della Mistica 10 0 0 0 50 0 60
Sarnese Vesuviano S.r.l. 163 0 0 0 0 0 163
Acea llluminazione Pubblica S.p.A. 39,773 0 0 (35,183) 0 0 4,590
Ingegnerie Toscane S.r.l. 58 0 0 0 0 0 58
Acea Liquidation and Litigation S.r.l. 9,821 0 0 0 0 0 9,821
Acea Produzione S.p.A. 43,441 0 0 0 0 0 43,441
Acea Energy Management S.r.l. 50 0 0 0 0 0 50
Aguas De San Pedro SA 0 6,023 0 2,058 35 0 8,117
Acea International 0 600 0 0 0 0 600
Acea Servizi Acque S.r.l. in

Liquidazione 0 0 0 0 408 (408) 0
Crea S.p.A. S.p.A.in Liquidazione 0 0 0 0 0 0 0
Hydreco Scarl in Lig. 0 0 0 0 0 0 0
Total subsidiaries 1,754,703 12,168 0 2,058 565 (408) 1,769,085

ACEA S.P.A. FINANCIAL STATEMENTS
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CHANGES DURING THE PERIOD

Increases/ Impairments/

€ thousand 31.12.2015  Acquisitions Disposals Reclass. Decreases Losses 31.12.2016
Associates

Aguas De San Pedro SA 2,058 0 0 (2,058) 0 0 0
Umbria Distribuzione Gas S.p.A. 318 0 0 0 0 0 318
Marco Polo S.p.A. in Liquidazione 0 0 0 0 0 0 0
Intesa Aretina S.r.l. 11,505 0 0 0 0 0 11,505
Citelum Napoli Pubblica

llluminazione S.c.a.r.l. 306 0 0 0 0 0 306
Sienergia S.p.A. in Liquidazione 0 0 0 0 0 0 0
DIT.N.E. S.c.a.r.l. 12 0 0 0 0 0 12
Total Associates 14,200 0 0 (2,058) 0 0 12,142

CHANGES DURING THE PERIOD

Increases/ Impairments/

€ thousand 31.12.2015  Acquisitions Disposals Reclass. Decreases Losses 31.12.2016
Other Companies

Polo Tecnologico Industriale

Romano S.p.i. 2,350 0 0 0 0 0 2,350
WRC PLC 0 0 0 0 0 0 0
Total Other Companies 2,350 0 0 0 0 0 2,350
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ANNEX 3: NON-RECURRING MATERIAL
TRANSACTIONS PURSUANT TO CONSOB
RESOLUTION NO. 15519 OF 27 JULY 2006

No signiﬁcant non-recurring transactions were carried out
in the period.

ACEA S.P.A. FINANCIAL STATEMENTS

ANNEX 4: POSITIONS OR TRANSACTIONS
DERIVING FROM UNUSUAL AND/OR
EXCEPTIONAL TRANSACTIONS

Pursuant to the CONSOB Ruling of 28 July 2006, we
hereby declare that during 2016, ACEA S.p.A. did not
enter into any exceptional and/or unusual transactions as

defined by the above Ruling.

121



ANNEX 5: SEGMENT INFORMATION (IFRS 8)

TOTAL CONTINUING

DISCONTINUING

€ thousand Public Lighting Corporate OPERATIONS OPERATIONS TOTAL

Investments 1,339 11,843 11,843 0 11,843

Operating Segments

Property, plant 1320 94,587 95907 0 95,907

and equipment

Intangible Assets 0 13,138 13,138 0 13,138

Non-current

financial assets 0 1,783,577 1,783,577 0 1,783,577

Other non-current

trading assets 28,875

Other non-current

financial assets 57,877 179,748 237,625 237,625

Raw materials 270 0 270 270

Trade receivables 3,713 805 4517 4,517

Trade receivables due

from Parent Company 0 372 372 0 372

Receivables due from

subsidiaries/associates 3,040 54,084 57125 0 57,125

Other current

trading assets 616 102,134 102,750 102,750

Other current

financial assets 113,715 1,391,874 1,505,588 0 1,505,588

Bank deposits 577,334

Total assets 4,407,078
TOTAL CONTINUING DISCONTINUING

€ thousand Public Lighting Corporate OPERATIONS OPERATIONS TOTAL

Segment liabilities

Trade payables 94 109,532 109,626 0 109,626

Trade payables due

to Parent Company 0 0 0 0 0

Trade payables due to

subsidiaries and associates 88,732 8,195 96,927 0 96,927

Other current

trading liabilities 53,858

Other current

financial liabilities 105,192

Defined benefit plans 0 26,444 26,444 0 26,444

Other provisions 0 37,002 37,002 0 37,002

Provision for

deferred taxes 4,796

Other non-current

trading liabilities 0

Other non-current

financial liabilities 2,516,727

Shareholders’ equity 1,456,505

Total Liabilities 4,407,078
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TOTAL CONTINUING DISCONTINUING

€ thousand Public Lighting Corporate OPERATIONS OPERATIONS TOTAL
Third party revenues 72,268 11,823 84,091 0 84,091
Inter-segment sales 0 100,395 100,395 0 100,395
Staff costs 0 (47,232) (47,232) 0 (47,232)
Cost of materials

and overheads (76,826) (67,025) (143,851 0 (143,851)
Gross Operating Profit (4,558) (2,038) (6,596) 0 (6,596)

Amortisation, depreciation

and provisions for the

impairment of receivables (4,641) (19,924) (24,565) 0 (24,565)
Impairment charges/

Reversal of impairment

charges on non-current

assets 0 0 0 0 0
Operating profit/(loss) (9,199) (21,963) (31,161 0 (31,161)
Financial (costs)/income (13,045)
(Costs)/Income

from investments 145,839
Net profit/(loss) from

discontinued operations 101,632
Profit/(loss) before tax 6,978
Taxation 108,610
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Board of Statutory Auditors' Report

to the Shareholders' Meeting

(pursuant to art. 153 of Legislative Decree 58/1998 and art. 2429, paragraph 2, of the Civil
Code)

Dear Shareholders,

the Board of Statutory Auditors of Acea S.p.A. (hereinafter also “Acea” or “the Company”),
pursuant to art. 153 of Legislative Decree no. 58/1998 (hereinafter also “CFA” - Consolidated
Finance Act) and art. 2429, paragraph 2, of the Civil Code, is called upon to report to the
Shareholders' Meeting, held to approve the Financial Statements, on the supervisory activity
performed during the period and on any omissions and irregularities found. The Board of
Statutory Auditors is also called upon to express possible proposals regarding the Financial
Statements and their approval and on the matters of its competence.

This report refers to the activity performed by the Acea S.p.A. Board of Statutory Auditors in
the financial period that closed on 31 December 2016.

Introduction

During the period that closed at 31 December 2016 the Board of Statutory Auditors
performed the supervisory activity required by law, taking into account the principles of
conduct recommended by the National Council of Accountants and Auditors, the CONSOB
provisions on corporate control and the indications of the Self-Regulatory Code.

The activities described below, also carried out jointly with the Control and Risks Committee,
were reported in the minutes of the 13 meetings of the Board of Statutory Auditors held in
2016.

The Board of Statutory Auditors has always attended the Board of Directors' meetings and
those of the Control and Risks Committee. It has also attended the meetings of the
Appointments and Remuneration Committee.

Appointment of the Board of Statutory Auditors

The Board of Statutory Auditors in office at the date of this report was appointed by the
Shareholders' Meeting of 28 April 2016 and is composed of Enrico Laghi (Chairman), Rosina
Cichello (standing auditor) and Corrado Gatti (standing auditor).

Carlo Schiavone and Lucia Di Giuseppe are alternate auditors.

The supervisory activity pursuant to art. 2403 of the Civil Code and art. 149 of the CFA
Pursuant to art. 2403 of the Civil Code and art. 149 of the CFA (Consolidated Finance Act), the
Board of Statutory Auditors supervises:

- compliance with law and with the articles of association;

- respect for the principles of correct corporate governance;

124 ACEA GROUP « 2016 FINANCIAL STATEMENTS



— the adequacy of the organisational structure for the aspects of its competence, of the
internal control system and of the administrative-accounting system, and the reliability
of this latter in correctly representing business management facts;

- the concrete manner of the implementation of the corporate governance rules set out in
the Codes of Conduct drawn up by regulated market management companies or by
category associations, to which the Company, as it has informed the public, declares it
adheres;

— the adequacy of the provisions issued by the Company to its subsidiaries pursuant to art.
114, paragraph 2.

Supervisory activities on compliance with law and with the articles of association

The Board of Statutory Auditors acquired the information for the performance of the

supervisory duties assigned to the same by participating in the meetings of the Board of

Directors and of its Committees, by interviews with the Management of the Company and of

the Group, meetings with the auditing firm, analyses of the information flows acquired from

the corresponding control bodies of the Company and of the Group and from the Company's
structures, as well as other control activities.

The Board of Statutory Auditors:

- obtained from the Directors, at least once a quarter, information on the activity
performed and on the transactions of major economic, financial and equity importance
carried out by the Company, and on the Group's strategic guidelines. This Board of
Statutory Auditors can reasonably guarantee that the actions carried out comply with the
law and with the Articles of Association and are not clearly imprudent, hazardous, in
potential conflict of interests or in contrast with the resolutions adopted by the
shareholders' General Meeting or such as to compromise the Company's equity. Nor have
any atypical or unusual transactions taken place;

— reports the following transactions and events of particular importance in 2016:

o on 19 February 2016 the Company's Board of Directors approved: (i) the strategic
lines of the Acea Group for the period 2016-2020; (ii) the organisation plan of the
Acea Group's offices in the Rome area; (iii) the updating of the Organisational,
Management and Control Model pursuant to Legislative Decree 231/2001
(hereinafter, also the “Model”);

o on 11 March 2016 the Board of Directors' approved the Group's business plan for the
period 2016-2020. At the same meeting, the proposal for the distribution of a
dividend of 0.50 per share was approved;

o on 1 April 2016 a new inter-company loan agreement with three-year effect was
approved;

o on 12 May 2016 the Company's Board of Directors, in compliance with art. 14,
paragraph 12, of Law no. 183/2011 and in continuance with the choice adopted by
the previous Board of Directors, assigned the role of Supervisory Board, as
contemplated by Legislative Decree 231/2001, to the Board of Statutory Auditors for
a period equal to their term of office established by the shareholders' resolution that
appointed said Board;

o on 31 May 2016, the Director Diane d’Arras resigned from office as an Acea Board
Director, which the Company immediately disclosed to the market. At the meeting of
28 June 2016, to replace the outgoing member, the Board of Directors, having
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acquired the favourable opinion of the Board of Statutory Auditors, co-opted Mr
Angel Simon Grimaldos as an independent, non-executive Board Director;

o on 24 June 2016 Acea made available to the public at the Company's head office and
on its Internet site (www.acea.it), the information document regarding the LED Plan,
signed by Acea and Roma Capitale on 17 June 2016. Being a transaction with a
related party, the Board of Statutory Auditors, intervening in the examination of the
operation as the “equivalent controlling body”, as contemplated by paragraph 15 of
CONSOB press release DEM/10078683 of 24 September 2010, had given its prior
binding justified opinion;

o on 28 June 2016 the Company's Board of Directors resolved to grant an interest
bearing shareholders' loan to Acea Ato 5 S.p.A. for a total amount of Euro
125,000,000.00;

o on 3 August 2016, Fitch Ratings communicated that it confirmed ACEA's rating of
“BBB+“ on the long-term debt and of “F2” on the short-term debt, with stable
outlook. The Agency explained its confirmation of the rating and of the outlook on
the basis of the Group's strategy on regulated business, the balanced financial
structure and the increased visibility of the water service and electricity distribution
activities after the recent price adjustments;

o on 12 October 2016 Acea announced the launch of a partial repurchase transaction
addressed to bondholders for a cash consideration, of a nominal maximum amount
of Euro 300 million. At the same time Acea communicated the issue of a new series of
bonds as part of the “€ 1,500,000,000 Euro Medium Term Note” programme updated
on 25 July 2016. On 19 October 2016 Acea successfully completed the placing of the
bond issue for a total amount of Euro 500 million maturing at 10 years at fixed rate,
within the sphere of the Euro Medium Term Notes (EMTN) programme. The bonds
are subject to English law and are destined exclusively to institutional investors;

o on 10 November 2016 the Company's Board of Directors approved the 2016-2020
sustainability plan, also in implementation of the provisions of the Self-Regulatory
Code of listed companies and of EU directive 2014/95, in the process of being
adopted, pursuant to which, as of the financial statements for 2017, the annual
report will have to be accompanied by the sustainability report;

o on 13 December 2016, Moody’s communicated that it had confirmed Acea's rating of
“Baa2“ with stable outlook. The Agency explained that the confirmation of the
outlook is mainly due to the positive business mix mainly focused on regulated
activities. The “Baa2” rating reflects, among other things, the stable and transparent
regulatory framework of the water sector, the solid financial structure and the credit
metrics;

pursuant to art. 151, paragraphs 1 and 2, of Legislative Decree no. 58/1998, exchanged

information with the subsidiaries' Boards of Statutory Auditors on the activity carried out

in 2016;

in its role as Supervisory Board, assessed the relevant aspects pursuant to Legislative

Decree no. 231/2001, and to this regard found no anomalies or significant facts that

could be criticised;

held periodic meetings with the representatives of the auditing firm in order to exchange,

in compliance with art. 150, paragraph 3, of the CFA, data and information with relevance

for the performance of its duties. To this regard, we point out that no relevant data or
information to be reported herein came to light;

ACEA GROUP « 2016 FINANCIAL STATEMENTS



- issued the opinion required by art. 2386 of the Civil Code for the co-option of Angel
Simon Grimaldos as an executive director;

— received no reports as contemplated by art. 2408 of the Civil Code;

- did not issue any opinions as contemplated by art. 2389, paragraph 3, of the Civil Code;

The Board of Statutory Auditors, with regard to the Company's bodies and offices, also reports

that:

— the Board of Directors held 10 meetings in 2016;

— the Control and Risks Committee held 6 meetings in 2016;

— the Appointments and Remuneration Committee held 4 meetings in 2016;

—  the Ethics Committee held 2 meetings in 2016;

— the Transactions with Related Parties held 1 meeting in 2016. The Board of Statutory
Auditors, in its role of “equivalent control body” pursuant to paragraph 15 of CONSOB
Communication no. DEM /10078683 of 24 September 2010, held 2 meetings;

—  the Supervisory Board held 4 meetings in 2016;

Supervision on compliance with correct governance principles and on the adequacy of the

organisational structure

The Board of Statutory Auditors:

— acquired knowledge and supervised, within its competence, on the adequacy of the
Company's organisational structure and on respect for the principles of correct
governance, by direct observations, obtaining information from the Company's
department managers and meetings with the auditing firm for the reciprocal exchange of
relevant data and information, and to this regard it has nothing in particular to report, the
Company's organisational structure being substantially adequate for its needs and able to
guarantee respect for the principles of correct governance;

— monitored and supervised the adequacy of the administrative and accounting system,
and on its reliability to correctly represent the management facts, by obtaining
information from the managers of the various departments, by examining company
documents and by analysing the results of the work carried out by the auditing firm,
regarding which it has no observations to make.

The Board of Statutory Auditors ascertained that adequate documentation regarding the

items on the agendas of the Board of Directors' meetings was made available to the Directors

and Statutory Auditors reasonably in advance.

On the basis of the information acquired, the Board of Statutory Auditors acknowledges that

the management decisions were based on the principle of correct information and

reasonableness, and that the Board Directors were aware of the risk of the effects of the
transactions carried out.

The Board of Statutory Auditors found no atypical and/or unusual transactions, including

those with related parties and infra-group transactions.

The Board of Statutory Auditors also assessed the adequacy of the information contained in

the report on management regarding the non-existence of significant atypical and/or unusual

transactions.

Supervision on the concrete methods of implementation of the corporate governance rules

In compliance with art. 149, paragraph 1, letter c-bis, of the CFA regarding the Board of
Statutory Auditors' supervision “of the concrete methods of implementation of the corporate
governance rules contemplated by codes of conduct drawn up by regulated market management
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companies or by category associations, to which the Company publicly declares it adheres”, the

Board of Statutory Auditors reports that it has supervised:

— the concrete method of implementation of the corporate governance rules set out in the
Codes of Conduct to which the Company publicly declares it adheres. In compliance with
art. 123-bis of the CFA, the Company has drawn up the Annual Report on Governance
Report and the Ownership Structure for 2016, approved on 13 March 2017, in which
information is given on (i) the corporate governance practices effectively applied by the
Company; (ii) the main features of the internal risks and control system in force, also in
relation to the financial reporting process of the Company and of the Group; (iii) the
functioning mechanisms and the powers of the Shareholders’ Meeting and the
Shareholders' rights, and the methods by which they are exercised; (iv) the composition
and the functioning of the administration and control bodies and of their committees, and
all the other information required by art. 123-bis of the CFA;

— the adoption of the Remuneration Policy for Directors' and Key Managers, in line with the
provisions of the Self-Regulatory Code of listed companies, issued by Borsa Italiana S.p.A,,
and the following Remuneration Report pursuant to art. 123-ter of the CFA;

— the application, during the period, of the Procedure for conferring mandates on auditing
firms within the Acea Group, approved by the Acea Board of Directors on 7 October 2014,
with effect as of 1 November 2014.

The Board of Statutory Auditors also declares: (i) that is has checked, as recommended by the

Self-Regulatory Code of Borsa Italiana S.p.A. that its members have the requisites of

independence prescribed by the said Code; (ii) that it can confirm the correct application of

the criteria and the procedures for verifying the requisites of independence adopted by the

Board of Directors to annually assess the independence of its members, and that the Board of

Directors has carried out an assessment, based on substantial and consistent aspects, of the

decisions adopted in respect of parties related to Acea, and that it has no observations to

make.

Supervision of the adequacy of the instructions issued by the Company to its subsidiaries
Pursuant to art. 114, paragraph 2, of the CFA: (i) listed issuers instruct the subsidiaries to give
all the information necessary to comply with the disclosure obligations of law; (ii) the
subsidiaries immediately transmit the information requested.

The Board of Statutory Auditors has supervised the adequacy of the instructions issued to the
subsidiaries, having ascertained that the Company is able to immediately and regularly
comply with the disclosure obligations of law, also by obtaining information from the
organisation’s department managers and by periodic meetings with the auditing firm, for the
reciprocal exchange of relevant data and information. To this regard, we have no particular
observations to make.

Furthermore, the Boards of Directors of the subsidiary companies include, with operational
powers, Directors and/or Managers of the parent Company, which guarantee coordination
management and an adequate flow of information, supported by suitable accounting
information.

Infra-group transactions and transactions with related parties

Pursuant to art. 2391-bis of the Civil Code and of CONSOB resolution no. 17221 of 12 March
2010 bearing “Regulations for transactions with related parties”, successively amended by
CONSOB resolution no. 17389 of 23 June 2010, on 11 November 2010 the Acea Board of
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Directors, with the favourable opinion of the Committee formed for the purpose composed of
only independent directors (appointed pursuant to art. 4, paragraph 3, of said Regulation, by a
specific Board of Directors' resolution), adopted the “Procedure for transactions with related
parties”.

Later, on 18 December 2013, the Acea Board of Directors, with the favourable opinion of the
Committee for Transactions with Related Parties composed only of independent directors,
unanimously approved the new “Procedure for transactions with related parties” (hereinafter,
also the “Procedure”). The adoption of said new Procedure annuls and replaces, as of 1
January 2014, the Procedure for Transactions with Related Parties approved by the Board of
Directors with resolution no. 61 of 11 November 2010.

Pursuant to art. 4 of said Regulations, we report that the Procedure adopted by the Company
(i) is consistent with the principles contained in said Regulation and (ii) it is published on the
Company's Internet site (www.aceaspa.it).

In 2016, on the basis of the information received, a series of infra-group transactions and
transactions with third parties were carried out. The transactions with related parties were
carried out, to the best of our knowledge, also subsequent to the supervisory activities carried
out, in substantial adhesion to the Procedure and the Regulations adopted by Acea. The infra-
group transactions that we examined were of an ordinary nature, inasmuch as essentially
relating to the performance of commercial services and the reciprocal performance of
administrative, financial and organisational activities. The above-mentioned transactions
were carried out under normal conditions with standard parameters which reflect the
effective use of the services which were performed for the Company. The non-infra-group
transactions with related parties that we examined were also of an ordinary nature (inasmuch
as falling within the ordinary exercise of the core business or the financial activity connected
to the same) and they were concluded under conditions equivalent to those of the market, or
standard conditions. The transactions with related parties are indicated in the commentary
notes on the Company's and the consolidated financial statements, where the consequent
economic effects are also reported.

The Board of Statutory Auditors reports that it met on 20 and 23 June 2016 in its capacity of
“equivalent control body” pursuant to paragraph 15 of CONSOB communication
DEM/10078683 of 24 September 2010, to examine a transaction with a related party (the
“LED Project”) and to issue the relative opinion.

In our opinion, all the above-mentioned transactions were carried out in the Company's
interests and the prices and values were congruous.

Supervisory Activity pursuant to the Consolidated Act on the Legal Audit of Accounts
Pursuant to the Consolidated Act on the Legal Audit of Accounts (Legislative Decree no.
39/2010), the Board of Statutory Auditors (identified by the Consolidated Act as the “Internal
Control and Legal Audit Committee”) is called upon to supervise:

(i) the financial reporting process;
(i) the efficiency of the internal control, the internal audit and the risk management
systems;

(iii) the legal audit of the annual accounts and of the consolidated accounts;

(iv) the independence of the auditing firm, especially as regards the performance of non-
audit services.

The Board of Statutory Auditors interacted with the Control and Risks Committee formed

within the Board of Directors, to coordinate their respective duties and avoid overlapping
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activities.

To this regard, the custom has been adopted according to which the entire Board of Statutory
Auditors participates in the Control and Risks Committee activities when they regard issues of
specific relevance in respect of Legislative Decree no. 39/2010, to streamline and facilitate
coordination and the exchange of information between the two bodies.

In particular, the entire Board of Statutory Auditors participates in the Control and Risks
Committee activities when they regard specific issued relating to: (i) the financial reporting
process; (ii) the effectiveness of the internal control, internal auditing and risk management
systems; (iii) the independent auditing of the annual and consolidated accounts; and (iv) the
aspects relating to independence of the Auditing Firm.

With specific reference to the activities required under the Consolidated Act on the Legal
Auditing of Accounts, we report as follows.

Supervision of the financial reporting process

The Board of Statutory Auditors checked on the existence of rules and procedures governing
the drafting and disclosure of financial information. To this regard, the Report on Corporate
Governance and the Ownership Structure defines the guidelines of reference for the
institution and management of the system of administrative and accounting procedures for
Acea and the consolidated companies, disciplining the relative steps and responsibilities.

The Board of Statutory Auditors, with the assistance of the Financial Reporting Manager,
examined the procedures for drafting the Company's and the consolidated financial
statements, as well as the other periodic accounting documents. The Board of Statutory
Auditors also had evidence of the process that allows the Financial Reporting Manager and
the delegated Director to issue the certifications required by art. 154-bis of the CFA.

The Board of Statutory Auditors was informed that the administrative/accounting procedures
for the preparation of the financial statements and every other financial communication are
provided under the responsibility of the Financial Reporting Manager who, together with the
Managing Director, testifies to its adequacy and its effective application on the occasion of the
Company's and the consolidated financial statements and the six-monthly interim report.

The Audit Department, on the basis of a plan approved by the Board of Directors, checks the
adequacy of the design and execution of company and process controls.

The Board of Statutory Auditors therefore expresses its assessment of the adequacy of the
financial information preparation process and maintains that there are no observations to
submit to the Shareholders' meeting.

Supervision of the effectiveness of the internal control, the internal audit and the risk
management systems and on the legal audit of the Company’s and the consolidated accounts

The Board of Statutory Auditors, also together with the Control and Risks Committee,
periodically met the Audit Department Manager, and was informed of the results of the audit
actions aimed at verifying the adequacy and execution of the internal control system,
compliance with law and with the Company's procedures and processes, and on the
implementation of the relative improvement plans. It also received the Audit Plan for the
financial period 2016, approved by the Board of Directors on 11 March 2016 (the content of
which was positively assessed by the Control and Risks Committee and by the Board of
Statutory Auditors in force on that date in the joint meeting of 7 March 2016) and it was
periodically updated on the state of progress of the plan of the identified corrective actions. It
also received: (i) on 8 March 2017, the Audit Department Manager's Report for the year 2016,
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relating to the assessment of the internal control system, and (ii) on 13 March 2017, the Audit
Department's Plan of Activities for 2017, which included activities for reporting
improvements, continuous auditing, fraud risk prevention and management and quality
assurance.

Every six months, it also received from the Control and Risks Committee the latter's report on
the activities carried out.

With regard to the updating of the Organisational, Management and Control Model, we
mention that the Board of Statutory Auditors in the role of Supervisory Board, pursuant to
Legislative Decree 231/2001, directed and monitored the project activities performed for the
updating of the Model, especially regarding the activities carried out for this purpose by the
Audit Department, and on 15 December 2015 it expressed a favourable opinion on the
approval of the new Model, which was then approved by the Company's Board of Directors on
19 February 2016. Further activities for updating the Model, in the light of changes in the law,
were monitored by the Supervisory Board.

Lastly, the Board of Statutory Auditors periodically met the auditing firm EY S.p.A.
(hereinafter also “EY”), which meetings did not bring to light any relevant facts to be reported
concerning the audit activity or any important shortcomings on the completeness of the
internal control system regarding, in particular, the financial reporting process, also as
contemplated by art. 19, paragraph 3, of Legislative Decree 39/2010.

The Board of Statutory Auditors therefore states that it finds the entire financial information
preparation process adequate and points out that there are no observations to submit to the
Shareholders' meeting.

The independence of the auditing firm, especially as regards the performance of non-audit
services

With regard to the annual confirmation of independence required by art. 17, paragraph 9,
letter d) of Legislative Decree 39/2010, the Board of Statutory Auditors represents that it
received said confirmation from the Auditing Firm with the transmission of the relative letter
on 4 April 2017.

The Board of Statutory Auditors monitored the Auditing Firm's independence and, in
particular, it received periodic evidence of the services, other than auditing, to be attributed
(or attributed pursuant to specific regulatory provisions) to the legal auditor.

As can be understood from the consolidated financial statements of the Acea Group, in 2016
EY performed certain activities for the Group, summed up below:

Company and period of reference
Audit services Audit related services | Non audit services Total
Amount in Euro
Acea S.p.A. 2016 341,541 245,545 126,250 713,336
Acea Group 2016 930,829 308,285 341,880 1,580,994
Total Acea SpA and the Group 1,272,370 553,830 468,130 2,294,330
8
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The Board of Statutory Auditors considers that the above-mentioned fees are suitable for the
dimension, complexity and features of the work carried out and it also maintains that the
duties (and the relative fees) other than the audit are not such as to influence the legal
auditor's independence.

With regard to the Auditing Firm, the Board of Statutory Auditors reports that on 4 April 2017
EY issued the report on the fundamental issues that came to light during the legal audit, from
which no "significant shortcomings" emerge in the internal control system relating to financial
information reporting. The Board of Statutory Auditors is monitoring the Company's action
plan relating to the areas on which there is room for improvement.

The Company's Financial Statements, the Consolidated Financial Statements and the

management report

Acea's financial statements, approved by the Company's Board of Directors on 13 March 2017,

have been prepared in accordance with the International Financial Reporting Standards

(“IFRS”) issued by the International Accounting Standards Board (“IASB”) and approved by

the European Union, and in accordance with the provisions implementing art. 9 of Legislative

Decree 38/2005.

We mention that, as of 1 January 2016, the following documents entered into force, already

issued by the IASB and approved by the European Union, bearing amendments to the

international accounting standards: IFRS 11 (Joint Control Agreements), IAS 16 (Fixed assets,
plant and machinery), IAS 38 (Non-tangible assets) and IAS 27 (Separate financial
statements).

With specific regard for the examination of the financial statements for the period which

closed at 31 December 2016, the consolidated financial statements and the management

report, the Board of Statutory Auditors represents:

— that the Company's and the consolidated financial statements have been drafted
according to the structure and the schedules prescribed by the provisions in force;

— that the financial statements are accompanied by the Directors' management report
which sums up the main risks and uncertainties and which illustrates the business
outlook. It conforms to the provisions in force and is consistent with the Board of
Directors' resolutions and with the results of the financial statements. It also contains
adequate information on the business of the period and on infra-group transactions. The
section on the reporting of transactions with related parties has been inserted, in
compliance with the IFRS principles, in the explanatory notes on the financial statements;

— that the Report on Corporate Governance and the Ownership Structure, pursuant to art.
123-bis of the CFA, and the Remuneration Report pursuant to art. 123-ter of the CFA,
have also been drafted;

— that the folder containing the financial statements was delivered to the Board of Statutory
Auditors in time to be filed at the Company's head office together with this report;

— that it checked the logic underlying the assessment procedures applied and their
correspondence to the logics of the international accounting standards;

— that it checked the correspondence of the financial statements to the facts and
information that it learnt during the performance of its duties; and that it has no
observations to this regard;
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that it has not found the application of any waivers contemplated by art. 2423, paragraph
4, of the Civil Code on the part of the Directors in their preparation of the financial
statements;

that the Acea Board of Directors, consistently with the indications of the joint Bank of
[taly/CONSOB/ISVAP document of 3 March 2010, approved the impairment test and
procedure autonomously before the approval of the draft financial statements,
ascertaining correspondence with international accounting standard IAS 36. The
explanatory notes on the financial statements contain information on and the results of
the assessment processes carried out;

on 4 April 2017, the auditing firm issued its own report containing its opinion on the
conformity of the Company's and the consolidated financial statements to the
International Financial Reporting Standards adopted by the European Union and to the
provisions issued in implementation of art. 9 of Legislative Decree no. 38/05, and the
consistency of the management report and of the information in the Report on Corporate
Governance and the Ownership Structure with the financial statements. Said report,
without observations, contains informative references.

Proposal to the Shareholders' Meeting

1.

Financial Statements at 31 December 2016

The Board of Statutory Auditors expresses a favourable opinion on the approval of the
Financial Statements at 31 December 2016, and it has no objections against the
resolution proposal presented by the Board of Directors for the allocation of the result of
the period.

The Group's Remuneration Policy
We inform you that the Board of Statutory Auditors has no objections to express on the
Remuneration Policy submitted to the Shareholders' Meeting for consultation.

Renewal of the mandate for the legal audit of the accounts

With the approval of the financial statements at 31 December 2016, the mandate for the
legal audit of the accounts conferred for the nine-year term 2008-2016 by Acea S.p.A.
expires. Therefore Acea has opened the procedure for the selection of the new auditing
firm to which to entrust the relative assignment for the financial periods 2017-2025, in
conformity with the legislative and regulatory provisions in force.

The undersigned Board of Statutory Auditors, in its role as "Internal Control and
Accounting Audit Committee", issued its recommendation on 10 March 2017 drafted
according to arts. 13, paragraph 1, and 17, paragraph 1, of Legislative Decree no. 39 of 27
January 2010 as amended, respectively, by arts. 16 and 18 of Legislative Decree no. 135
of 17 July 2016, and art. 16 of EU Regulation no. 537/2014 of the European Parliament
and Council of 16 April 2014.

% % 3k

Pursuant to art. 144-quinquiesdecies of the Issuers' Regulations, approved by CONSOB with
resolution 11971/99 as successively amended, the list of the offices held by members of the

10
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Board of Statutory Auditors in the companies referred to in Book V, Title V, Chapters V, VI and
VI]I, of the Civil Code, is published by CONSOB on its Internet site (www.consob.it).

Rome, 4 April 2017

Prof. Enrico Laghi

Ms Rosina Cichello

Prof. Corrado Gatti

11
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Building a better
working world

Independent auditor’'s report in accordance with articles 14 and 16 of
Legislative Decree n. 39, dated 27 January 2010
(Translation from the original Italian text)

To the Shareholders of ACEA S.p.A.

Report on the financial statements

We have audited the accompanying financial statements of ACEA S.p.A., which comprise the balance
sheet as at 31 December 20168 and the income statement, statement of comprehensive income,
statement of changes in equity and cash flow statement for the year then ended, and a summary of
significant accounting policies and other explanatory information.

Directors' responsibility for the financial statements

The Directors of ACEA S.p.A. are responsible for the preparation of these financial statements that
give a true and fair view in accordance with International Financial Reporting Standards as adopted by
the European Union as well as with the regulations issued to implement article 9 of Legislative Decree
n. 38, dated 28 February 2005.

Auditor's responsibility

Qur responsibility is to express an opinion on these financial statements based on our audit, We
conducted our audit in accordance with International Standards on Auditing (ISA [talia) implemented
in accordance with article 11 of Legislative Decree n. 39, dated 27 January 2010. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial stalements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the financial statements. The procedures selected depend on the auditor's professional judgment,
including the assessment of the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to the entity's preparation of the financial statements that give a true and fair view in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
apinion an the effectiveness of the entity's internal control. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of accounting estimates made by
Directors, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion,

Opinion
In our opinion, the tinancial statements give a true and fair view of the financial position of ACEA
S.p.A. as at 31 December 2016, and of its financial performance and its cash flows for the year then

ended in accordance with International Financial Reporting Standards as adopted by the Eurcpean
Union and with article 2 of Legislative Decree n. 38, dated 28 February 2005.
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Emphasis of Matter

We draw your attention to the paragraph "Service Concession Arrangements”, which describes with
reference to the associated company GORI S.p.A., the reasons for requiring the provisions recognized
in a prior year to be maintained.

In addition, we draw your attention to the paragraph "Related Party Transactions”, which describes
the nature and extent of the relationships that the ACEA Group has with related parties.

Cur apinion is not qualitied in respect of these matters,

Report on other legal and requlatory requirements

Opinion on the consistency of the Report on Operations and of specific information
on Corporate Governance and the Company's Ownership Structure with the
financial statements

We have performed the procedures required under audit standard (ISA Italia) n. 7208 in order to
express an opinion, as required by law, on the consistency of the Report on Operations and of specific
information of the Report on Corporate Governance and the Company's Ownership Structure as
provided for by article 123-bis, paragraph 4 of Legislative Decree n. 58, dated 24 February 1998,
with the financial statements. The Directors of ACEA S5.p.A. are responsible for the preparation of the
Report on Operations and of the Report on Corporate Governance and the Company's Ownership
Structure in accordance with the applicable laws and regulations. In our opinion, the Report on
Operations and the specific information of the Report on Corporate Governance and the Company's
Ownership are consistent with the financial statements of ACEA S.p.A. as at 31 December 2016,

Rome, 4 April 2017

EY S.p.A,
signed by: Massimo delli Paoli partner

This report has been translated into the English language solely for the convenience of international
readers.
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Certification of separate financial statements in accordance with art.154-bis of
Legislative Decree 58/98
(Translation from the original Italian text)

I. The undersigned, Alberto Irace, as Chief Executive Officer, and Demetrio Mauro, as Executive
Responsible for Financial Reporting of the company ACEA S.p.A. taking also account of
provisions envisaged by Art.|54-bis, paragraphs 3 and 4, of the Legislative Decree n°58 of 24
February 1998, hereby certify:

e the consistency to the business characteristics and

e the effective application

of the administrative and accounting procedures for preparing the separate financial statements
at 3|1 December 201 6.

2. To this purpose, no significant issues were recorded.

3. ltis also certified that:
3.1 the separate financial statements:

a) were drawn up in compliance the applicable international accounting standards
recognised in European Community in accordance with EC regulation 1606/2002 of the
European Parliament and the Council, of 19 July 2002,

b) are consistent with the underlying accounting books and records,

c) provide a true and correct view of the operating results and financial position of the
issuer,

3.2 the report on operations includes a reliable analysis of the operational performance and
result, as well as the situation of the issuer, together with a description of the main risks and
uncertainties to which they are exposed.

Rome, 4 April 2017

signed by: Alberto Irace, The CEO

signed by: Demetrio Mauro, The Executive Responsible for Financial Reporting

This report has been translated into the English language solely for the convenience of international readers
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FORM AND STRUCTURE

GENERAL INFORMATION

The consolidated financial statements of the ACEA Group
at 31 December 2016 were approved by Board of Direc-
tors’ resolution on 13 March 2017. The Parent Company
ACEA SpA is an ltalian joint-stock company, with its reg-
istered office in Rome, at Piazzale Ostiense 2 and whose
shares are traded on the Milan Stock Exchange.

The ACEA Group’s principal operating segments are de-
scribed in the Report on Operations.

COMPLIANCE WITH IAS/IFRS

This Annual Report, prepared on a consolidated basis, has
been drawn up in accordance with the IFRS effective at the
reporting date, as aprroved by the International Account-
ing Standards Board (IASB) and adopted by the European
Commission according to the rocejzjre set out in art. 6 of
Regulation (EC) No. 1606/2802 of the European Parlia-
ment and the Council of 19 July 2002 and in accordance
with art. 9 of Legislative Decree no. 38/05.

The internationa% accounting standards comprise the Inter-
national Financial Reporting Standards (IFRS), the Interna-
tional Accounting Standards (IAS) and the interpretations
of the International Financial Reporting Interpretations Com-
mittee (IFRIC) and the Standing Interpretations Committee
(SIC), collectively referred to as "IFRS".

BASIS OF PRESENTATION

The consolidated financial statements consist of the con-
solidated statement of financial position, consolidated in-
come statement, statement of consolidated comprehen-
sive income, consolidated statement of cash flows and the
statement of changes in consolidated shareholders’ equity.
The Report also includes illustrative and supplementary
notes prepared under the IAS/IFRS currently in effect.
The Income Statement is classified according to the nature
of the costs, the items of the Statement of Financial Posi-
tion according to the criterion of liquidity, with the items
classified as current and non-current, whire the Statement
of Cash flows is presented using the indirect method.

The consolidated financial statements have been prepared
in Euros and all amounts have been rounded off to the
nearest thousand Euros, unless otherwise indicated.

The ﬁgures in these consolidated financial statements are
comparable to the figures in the previous period.

ALTERNATIVE PERFORMANCE INDICATORS

On 5 October 2015, the ESMA (European Security and Markets
Authority) published its own guidelines (ESMA/2015/1415)
on the criteria for the presentation of the alternative per-
formance indicators, which replaced the recommendations
of CESR/05-178b as of 3 July 2016. These guidelines
have been acknowledged in our system by Notification no.
0092543 of 3-12-2015 emanated by CONSOB. The con-
tent and meaning of the non-GAA% measures of perfor-
mance and other alternative performance indicators used
in these financial statements are illustrated below:

« for the ACEA Group, gross operating profit is an operating
performance indicator and as of 1 January 2014, includes
the summary result of the joint ventures for which the
consolidation method has been changed as a consequence
of the entry into force of international accounting stan-
dards IFRS10 and IFRS11. The gross operating profit is the
sum of Operating profit and "Amortisation, depreciation,
provisions and impairment charges” as they are the main
non-cash items. It must be noted that the adjusted eco-
nomic data does not include the positive effect as a result
of the elimination of the so-called regulatory lag and the
negative effect as a result of the buyback o{a portion of
the bonds issued;

o the net 7énancial position is an indicator of the ACEA
Group’s financial structure, the sum of Non-current bor-
rowings and Financial liabilities net of Non-current fi-
nancial assets (loans and receivables and securities other
than equity investments), Current borrowings and Other
current |ia\éi|ities net of current financial assets, cash and
cash equivalents;

« net invested capital is the sum of “Current assets”,
“Non-current assets” and Assets and Liabilities held for
sale, less “Current liabilities” and “Non-current liabili-
ties”, excluding items taken into account when calculating
the net[mancial position;

» net working capital is the sum of the current receivables,
inventories, balance net of other current assets and liabil-
ities and current payables, excluding the items considered
in the calculation of the net financial position.

USE OF ESTIMATES AND ASSUMPTIONS

In application of IFRS, preparation of the Consolidated Fi-
nancial Statements requires management to make estimates
and assumptions that affect the reported amounts of reve-
nue, costs, assets and liabilities and the disclosure of contin-
gent assets and liabilities as at the reporting date. In making
the estimates for the financial statements, the main sources
of uncertainty that may have an impact on the evaluation
processes are also considered. The actual amounts may dif-
fer from such estimates. Estimates are used for the recog-
nition of provisions for credit risk, obsolescent inventories,
impairment charges incurred on assets, the recoverability of
prepaid tax assets, employee benefits, fair value of deriva-
tives, revenue, taxes and other provisions. The estimates and
assumptions are periodically reviewed and the impact of any
change is recognised in the income statement.

The estimates have also taken into account assumptions
based on market and regulator}/ parameters and informa-
tion available when the financial statements were drawn
up. The current events and circumstances affecting the as-
sumptions as regards future development and events may,
however, change as a result, for example, of changes in the
market trends or applicable regulations that are beyond the
control of the Company. These changes in assumptions are
also reflected in the financial statements when they arise.
In addition, it should be noted that certain estimation pro-
cesses, particularly the more complex such as the calcula-
tion of any impairment of non-current assets, are generally
performed in full only when draftin% the annual financial
statements, unless there are signs of impairment that call
for immediate impairment testing.

For more details on the methods in question, reference is
made to the following paragraphs.
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CONSOLIDATION POLICIES,
PROCEDURES AND SCOPE

CONSOLIDATION POLICIES

Subsidiaries

The basis of consolidation includes the Parent Company
ACEA S.p.A., and the companies over which it directry or
indirectly exercises control via a majority of the voting rights.
Subsidiaries are consolidated from the date on which con-
trol is effectively transferred to the Group and are decon-
solidated from the date on which control is transferred out
of the Group.

According to accounting standard IFRS 10, control is
obtained when the Group is exposed, or has the right to
variable performance levels as a result of its relations with
the subsidiary, and has the capacity, by exercising power
of the subsidiary, to influence the relevant performance
levels. Power is defined as the actual capacity to manage
the activities of the subsidiary by virtue of suﬁstantial ex-
isting rights.

Control does not depend exclusively on the possession of
the majority of the voting rights, but on the substantial
rights of the investor over the subsidiary. Consequently,
the opinion of the management team is required to evalu-
ate speciﬁc situations leading to substantial rights attribut-
ing to the GrouE the power to manage the signiﬁcant ac-
tivities of the subsidiary so as to influence its performance.
For the purpose of the assessment of control, manage-
ment analyses all the events and circumstances, including
agreements with the other investors, rights deriving from
other contracts and potential voting rights (call option,
warrant, put option given to minority shareholders, etc.).
These other events and circumstances may be particularly
significant to this assessment, especially if the £roup owns
less than the majority of the voting or similar rights of the
subsidiary.

The Group reviews the existence of the conditions for con-
trol over a subsidiary when the events and circumstances
indicate that one or elements considered in the initial as-
sessment have changed.

Lastly, it should be noted that in assessing the require-
ments for control, no situations of de facto control were
encountered.

Changes in the quota of possession in equity investments
in subsidiaries which do not imply the loss of control are
recorded as capital operations adjusting the quota attrib-
utable to the shareholders of the Parent Company and
that to third parties to reflect the variation in the quota
of possession. The difference between the payment made
or received and the corresponding portion of shareholders’
equii(?/ acquired or sold is recorded directly in the consoli-
dated shareholders’ equity.

When the Group loses control, the residual equity invest-
ment in the company previously controlled is re-measured
at fair value (offset by the income statement) when control
is lost. Furthermore, the portion of the OCl referring to the
subsidiary in which control is lost is accounted as if the Group
has directly disposed of the relevant assets or liabilities.
Where there is loss of control of a consolidated company,
the consolidated financial statements include the results
for the part of the reporting period in which the ACEA
Group had control.
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Joint ventures
Ajoint venture is a contractual arrangement in which the
Group and other parties jointly undertake a business activi-
ty, i.e.a contractually agreed sKaring of control whereby the
strategic, financial and operating policz decisions can only
be adopted with unanimous consent of the parties sharing
control. The consolidated financial statements include the
Group’s share of the income and expenses of jointly con-
trolled entities, accounted for using the equity method.
According to accounting standard IFRS11, a joint venture is an
agreement in which two or more parties exercise joint control.
Joint control is when the decisions concerning the signif—
icant activities of the joint venture require the unanimous
consent of at least two of the parties to the agreement.
A joint venture may be seen as a joint venture or a joint opera-
tion. Ajoint venture is an agreement Forjoint control in which
the parties exercising joint control have rights on the net assets
of the agreement. Ajoint operation is a joint control agreement
in which the parties exercising joint control have rights on the
assets and obligations on the ﬁabilities of the agreement.
In order to determine the existence of a joint venture and
the type of joint control exercise, management gives its
opinion, assessinTg the rights and obligations deriving from
the agreement. To this end, management considers the le-
al structure and form of the agreement, the terms agreed
Eetween the parties in the contractual agreement anfoth—
er events and circumstances if significant.
The Group reviews the existence of joint ventures when the
events and circumstances indicate that one or more of the el-
ements previously considered in assessing the existence of the
joint venture and type of joint control exercised has changed.

Associates

An associate is a company over which the Group exercis-
es significant influence, but not control or joint control,
through its power to participate in the financial and oper-
ating policy decisions of the associate. The consolidated fi-
nancial statements include the Group’s share of the results
of associates at Net equity, unless they are classified as held
for sale, from the date it begins to exert significant influ-
ence until the date it ceases to exert such in%luence.

The opinion of management is required in order to deter-
mine the existence ofgsigniﬁcant influence, after examining
all the events and circumstances.

The Group reviews the existence of significant influence
when the events and circumstances indicate that one or
more of the elements previously considered in assessing
the existence of the significant influence has changed.
When the Group’s share of an associate’s losses exceeds
the carrying amount of the investment, the interest is re-
duced to zero and any additional losses must be covered
b?/ provisions to the extent that the Group has legal or im-
plicit loss cover obligations to the associate or in any event
to make payments on its behalf. Any excess of the cost of
the acquisition over the Group’s interest in the fair value
of the associate’s identifiable assets, liabilities and contin-
gent liabilities at the date of the acquisition is recognised as
goodwill. Goodwill is included in the carrying amount of the
investment and is subject to impairment test together with
the value of the investment.
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CONSOLIDATION PROCEDURES

General procedure
The financial statements of the Group’s subsidiaries, as-
sociates and Joint ventures are prepared for the same ac-
counting period and using the same accounting standards
as those adopted by the Parent Company. Consolidation
adjustments are made to align any dissimilar accounting
policies applied.
All Intragroup balances and transactions, including any un-
realised profits on Intragroup transactions, are eﬁminated
in full. Unrealised losses are eliminated unless costs cannot
be subsequently recovered.
The carrying amount of investments in subsidiaries is elim-
inated against the corresponding share of the shareholders’
equity o% each subsidiary, inc|u<§in§ any adjustments to re-
flect fair values at the acquisition date. Any positive differ-
ence is treated as "goodwill”, while any negative difference
is recognized through profit or loss at the acquisition date.
The minority interest in the net assets of consolidated sub-
sidiaries is sﬁown separately from shareholders’ equity at-
tributable to the Group. TKis interest is calculatej on the
basis of the percentage interest held in the fair value of
assets and liabilities recognised at the original date of ac-
quisition and in any changes in shareholders’ equity after
that date. Losses attributable to the minority interest in
excess of their portion of shareholders’ equity are subse-
uently attributed to shareholders’ equity attributable to
ﬁhe Group, unless the minority has a bincﬁng obligation to
cover losses and is able to invest further in the company to
cover the losses.

Business combinations

Acquisitions of subsidiaries are accounted for under the ac-
quisition method. The cost of the acquisition is determined
as the sum of the fair value, at the date of exchange, of the
assets acquired, the liabilities incurred or acquiref, and the
financial instruments issued by the Group in exchange for
control of the acquired company.

The identifiable assets, liabilities and contingent liabilities of
the acquired company that meet the conditions for recogni-
tion under IFRS3 are accounted for at fair value on the Eate
of acquisition, with the exception of non-current assets (or
disposal groups), which are classified as held for sale under
IFRSS5 and accounted for at fair value net of costs to sell.

If the business combination is achieved in stages, the fair val-

ue of the investment previously held has to be re-measured
and any resulting gain or loss is recognized in profit or loss.
The purchaser has to recognise any contingent consider-
ation at fair value, on the Eate of acquisition. The change
in fair value of the contingent consideration classified as
asset or liability is recognized according to the provisions
included in IAS 39, in the income statement or in other
comprehensive income. If the contingent consideration is
classified in equity, its value is re-measured until its extinc-
tion is booked against equity.

The costs directly attributable to the acquisition are booked
in the Income Statement.

The purchase cost is allocated by recording the assets, lia-
bilities and contingent liabilities identifiable in the acquired
entity at their fair value at the date of acquisition. Any pos-
itive difference between the amount transferred, valued at
fair value at the date of acquisition, and the amount of any
minority shareholding, with regard to the net value of the
assets and liabilities ifentiﬁable in the acquired entity itself
valued at fair value is booked as goodwill, or in the Income
Statement, if negative.

For every business combination, the purchaser must value
any minority stake in the acquired entity at fair value or in
proportion to the share of the minority interest in net iden-
tifiable assets of the acquired entity.

Consolidation procedure for assets and liabilities held for
sale (IFRS5)

Non-current assets and liabilities are classified as held for
sale, in accordance with the provisions of IFRS5.

Consolidation of foreign operations

All the assets and liabilities of foreign operations denomi-
nated in a currency other than the Euro are converted us-
ing the exchange rates at the end of the reporting period.
Revenue and costs are converted using average exchange
rates for the period. Any conversion differences are rec-
ognised in a separate component of Shareholders’ equity
until the investment is sold.

Foreign currency transactions are initially recognised at the
spot rate on the date of the transaction. Foreign currency
assets and liabilities are converted at the exchange rate at the
end of the reporting period. Conversion differences and those
arising on disposal of the foreign operation are recognised
under financial management in the income statement.
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BASIS OF CONSOLIDATION

The ACEA Groups consolidated financial statements in-
clude the financial statements of the Parent Company,
ACEA, and the financial statements of the ltalian and
foreign subsidiaries, for which, in accordance with the
provisions of IFRS10, there is exposure to the variability
of returns and of which a majority of voting rights in the
ordinary meetings is held, either d>i/rect|y or indirectly, and
consequently the ability to influence the investee returns
by exerting management power. Entities that the Parent
Companyﬂointly controls with other parties are accounted
for using the equity method.

A) CHANGES IN BASIS OF CONSOLIDATION

The basis of consolidation at 31 December 2016 has
changed compared to that in the Consolidated Financial
Statements for last year, as a result of the acquisition of

29.65% of Aguas de San Pedro which, in addition to the

CONSOLIDATED FINANCIAL STATEMENTS

portion already held (31%) has led to the exclusive control
over the company, and therefore on 12 October 2016, the
company was fully consolidated. Also in 2016, following the
changes to the composition of the Board of Directors in re-
lation to the number of Board members of CAEA, AguaA-
zul Bogota was consolidated using the Equity Method.

It must also be noted that ACEA International S.A., 100%
owned by ACEA, was incorporated on 22 November 2016.
The merger by incorporation of Voghera Energia Vendite in
liquidation into Acea Energia also Eecame eﬁgective during

the first half of 2016.

B) UNCONSOLIDATED INVESTMENTS

Tirana Acque S.c.a.r.l. in liquidation, 40% owned by ACEA,
is recognized at cost. The subsidiary is excluded from the
scope of consolidation as it is not operational and its rele-
vance in qualitative and quantitative terms is not significant.
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ACCOUNTING STANDARDS AND MEASUREMENT

CRITERIA

MEASUREMENT CRITERIA

Conversion of foreign financial statement items

ACEA SpA and itnguropean subsidiaries have adopted the
Euro (€) as their functional and presentation currency. For-
eign currency transactions are initially reco%/r\ﬂsed at the ex-
change rate on the date of the transaction. Monetary assets
and liabilities denominated in foreign currencies are con-
verted into the functional currency using the exchange rate
valid at the end of the reporting periog. Exchange differ-
ences are recognised in the consolidated income statement,
with the exception of differences deriving from foreign cur-
rency loans taken out in order to hedge a net investment in a
foreign entity. Such exchanﬁe differences are taken directly
to shareholders’ equity until disposal of the net investment,
at which time any di\‘zerences are recognised as income or
expenses in the income statement. The tax effect and tax
credits attributable to exchange differences deriving from
this tp)e of loan are also taken directly to shareholders’ eq-
uity. orei%n currency non-monetary items accounted for
at historical cost are converted at the exchange rate valid on
the date the transaction was initially recorded. Non-mon-
etary items accounted for at fair vaKJe are converted usincF
the exchange rate valid at the date the value was determined.

Revenue recognition

Revenue from sales and services is recognised when the

significant risks and rewards associated with ownership of

the goods have been transferred or when the service has
been performed and is measured at fair value of the consid-
eration received or to be received. Specifically:

* Revenue from the sale and transport of erectricity and
gas is recognised at the time the service is provided, even
when yet to be billed, and includes an estimate of the
quantities supplied to customers between their last meter
reading and the end of the period. Revenue is calculated
on the basis of the related laws, provisions contained in
Electricity, Gas and Water Authority resolutions in effect
during the period and existing provisions regarding equal-
isation. It must be noted that with regard to the valorisa-
tion od revenue from the transport of electricity, is the
acceptance of in the tariff investments giving the right
for the operator to be paid is virtually certain in the fi-
nancial year in which they are realised, the correspondin
revenue is ascertained by competence independently o%
the method in which it will be recognised financially as a
result of resolution 654/2015 of the AEEGSI;

o Revenue from integrated water services is determined
on the basis of the g\later Tariff Method (MTI), valid for
determining tariffs for the years 2016 to 2019, approved
Resolution No. 643/13/R/idr and subsequent amend-
ments by the AEEGSI. On the basis of the interpretation
of the legal nature of the New Investment Fund tariff
component the amount payable to the water companies
is recognised as revenue where it is expressly recognised
by the Area Authorities which establish its intended use.
Revenue for the period also includes the adjustments to
pass-through items (i.e. electricity, wholesale water) of
which the aforementioned resolution provides speciﬁc
details as well as any adjustments related to costs asso-
ciated with the Integrated Water System incurred as a
result of exceptional events (e.g. water emergencies, en-
vironmental emergencies) where their recognition is con-
firmed by the relevant investigations.

Financial income

Interest income is recognised on a time proportion basis
that takes account of the effective yield on the asset (the
rate of interest required to discount the stream of future
cash receipts expected over the life of the asset to equate
to the initial carrying amount of the asset). Interest is ac-
counted for as an increase in the value of the financial as-
sets recorded in the accounts.

Dividend income

Dividend income is recognised when the shareholder’s un-
conditional right to receive payment is established.
Dividend income is classified as a component of finance in-
come in the income statement.

Grants

Grants related to plant investments received from both pub-
lic and private entities are accounted for at fair value when
there is reasonable assurance that they will be received and
that the envisaged conditions will be complied with.

Water connection grants are recognised as non-current li-
abilities and taken to the income statement over the life of
the asset to which they refer if they relate to an investment,
or recognised in full as income if matched by costs incurred
during the period.

Grants related to income (disbursed in order to provide an
enterprise with immediate financial aid or as compensation
for expenses and losses incurred in a previous period) are
recognised in the income statement in full, once the condi-
tions for recognition have been complied with.

Construction contracts in progress

Construction contracts in progress are accounted for on
the basis of the contractual payments accrued with reason-
able certainty, according to the percentage of completion
method (so-called cost to cost), attributing revenue and
profits of the contract to the individual reporting periods in
proportion to the stage of contract completion. Any pos-
itive or negative difference between contract revenue and
any prepayments received are recognised in assets or liabil-
ities in the shareholders” equity.

In addition to contract fees, contract revenue includes varia-
tions, price changes and the payment of incentives to the ex-
tent that itis pro%ab|e that they will form part of revenue and
that they can be reliably determined. Ascertained losses are
recognised regardless of the stage of contract completion.

Employee benefits

Employee benefits paid out when their employment ter-
minates or subsequently in the form of defined benefit and
defined contribution plans (such as Staff Termination Ben-
efits, Bonuses, Tariff Subsidies, as described in the notes)
or other long-term benefits are recognised in the period in
which the re%ated right accrues. The valuation of the liabili-
ties is performed by independent actuaries. Such funds and
benefits are not ﬁnancecr

The cost of the benefits involved in the various plans is deter-
mined separately for each plan based on the actuarial valua-
tion method, using the projected unit credit method to carry
out actuarial valuations at the end of the reporting period.
The profit and loss deriving from the actuarial calculations
are recorded in the comprehensive operating profit, there-
fore in a specific Shareholders’ Equity Reserve, and are not
subject to subsequent recognition in the income statement.
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TAXATION

Taxes for the period represent the aggregate amount of
current and deferred taxes .

Current taxes are based on the taxable profit (tax loss) for
the period. Taxable profit (tax loss) di&ers from the ac-
counting profit or loss as it excludes positive and negative
components that will be taxable or deductible in other pe-
riods and also excludes items that will never be taxable or
deductible. Current tax liabilities are calculated using the
tax rates enacted or substantively enacted at the end of
the reporting period, and taking account of tax instruments
permitted by tax legislation (the domestic tax consolidation
regime and/or tax transparency).

Deferred taxes are the taxes expected to be paid or re-
covered on temporary differences between the carrying
amounts of assets and liabilities in the Statement of Finan-
cial Position and the corresponding tax bases, accounted for
using the liability method. Beferred tax liabilities are gener-
ally recognised on all taxable temporary differences, whilst
deferred tax assets are recognised to the extent that it is
probable that future taxable profit will be available afgainst
which the temporary difference can be utilised. Deferred
tax assets and liabilities are not recognised if the temporary
differences derive from goodwill or t%w initial recognition of
an asset or liability in a transaction, other than a business
combination, that at the time of the transaction affects
neither accounting nor taxable profit or loss.

Deferred tax liabilities are recognised on taxable temporary
differences arising on investments in subsidiaries, associ-
ates and jointly controlled entities, unless the timing of the
reversal of the temporary difference is controlled by the
Group and it is probable that the temporary difference will
not be reversed in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at
the end of each reporting period and reduced to the extent
that, based on the plans approved by the Parent Company’s
Board of Directors, it is no longer probable that sufficient
future taxable proﬁt will be available against which all or
part of the assets will be able to be recovered.

Deferred taxes are determined using tax rates that are ex-
pected to apply to the period in which the asset is realised
or the liability settled. Deferred taxes are directly recog-
nized in the income statement, with the exception of those
relating to items directly recognized in the shareholders’
equity, in which case the related deferred taxes are recog-
nized in the shareholders’ equity.

Tangible assets

Tangible assets are is stated at historical cost, including any
directly attributable costs of making the asset ready for its
intended use, less accumulated amortisation and any accu-
mulated impairment charges.

The cost includes the costs of dismantling and removing
the asset and cleaning up the site at whic%\ the asset was
located, if covered by the provisions of IAS37. The corre-
sponding liability is recognized in the provisions for liabilities
and charges. Each component of an asset with a cost that
is significant in relation to the total cost of the item, and
having a different useful life, is amortised separately.

The costs of improvements, modernization and transfor-
mation that increase the value of property, plant and equip-
ment are capitalized when it is probable that they will in-
crease the expected future economic benefits of the asset.
Land, whether free of constructions or annexed to civil and
industrial buildings, is not amortised as it has an unlimited
useful life.
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Amortisation is calculated on a straight—line basis over the
expected useful life of the asset, applying the following rates:
Plant and machinery used in operations  1.25% - 6.67%
Other plant and machinery 4%
Industrial and commercial equipment
used in operations

2.5% - 6.67%

Other industrial and commercial equipment 6.67%
Other assets used in operations 12.50%
Other non-operating assets 6.67% -19.00%
Motor vehicles used in operations 8.33%
Other motor vehicles 16.67%

Plant and machinery in the course of construction for use
in operations, or for purposes yet to be determined, is stat-
ed at cost, less any impairment charges. The cost includes
any professional fees and, if applicable, interest expense
capitalised. The amortisation of these assets, in line with
all the other assets, begins when they are ready for use. In
the case of certain complex assets subject to performance
tests, which may be of a prolonged nature, readiness for use
is recognised on completion of the related tests.

An asset held under a financial lease is amortised over its
expected useful life, in line with assets that are owned, or, if
earlier, on the basis of the expiry dates of the leasing con-
tracts in force.

Gains and losses deriving from the disposal or retirement of
an asset are determinec]gas the difference between the net
disposal proceeds and the net carrying amount of the asset
and are recognised as income or expenses in the income
statement.

Investment property

Investment property, represented by property held in or-
der to earn rentals and/or for capital appreciation is stated
at the purchase cost, including any negotiating costs less
accumulated amortisation and any impairment charges.
Amortisation is calculated on a straight-line basis over the
expected useful life of the asset. The rates a Elied range
from a minimum of 1.67% to a maximum of 11.11%
Investment properties are eliminated from the accounts
when they are sold or when the property is unusable over
the long-term and its sale is not expected to provide future
economic benefits.

The sale of properties which are then leased back are re-
corded in the accounts on the basis of the substantial na-
ture of the transaction considered in overall terms. In this
regard, see that described herein as regards Leases.

Any gain or loss deriving from the elimination of an invest-
ment property is recognised as income or expense in the
income statement in the period in which the elimination
takes place.

Leases

Leases are classified as finance leases when the terms of
the contract substantially transfer all the risks and benefits
of ownership of an asset to the lessee. All other leases are
considered as operating leases.

Assets held under a finance lease are recognised as assets
belonging to the Group and accounted for at amounts
equal to %air value at the inception of the lease or, if lower,
at the present value of the minimum lease payments. The
underlying liability to the lessor is included in the statement
of financial position as an obligation to pay future lease
payments. Payments for rentals are apportioned between
principal and interest in order to achieve a constant interest
rate on the residual liability.

Finance costs, whether certain or estimated, are recognised
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on an accruals basis unless they are directly attributable to
the acquisition, construction or production of an asset,
which justifies their capitalisation.

Lease payments under operating leases are reco$nised as
an expense in the income statement on a straight-line basis
over the lease term. The benefits received or to be received
as an incentive for entering into operating leases are also
recognised on a straight-line basis over the%ease term.

Intangible assets
Intangible assets are assets without an identifiable physical
substance which are under the control of the company and
capable of producing future economic benefits as well as
oodwill acquired against valuable consideration. |ntan§i—
Ele assets acquired separately are capitalised at cost, whilst
those deriving from a business combination are capitalised
at fair value at the date of acquisition. After initial recogni—
tion, intangible assets are carried at cost. The useful lifetime
of an intangible asset may be defined as finite or indefinite.
Intangible assets are tested for impairment annually: the
tests are conducted in respect of each intangible asset or, if
necessary, in respect of each cash-generating unit. Amorti-
sation is calculated on a straight-line basis over the expected
useful life of the asset, whici is reviewed annually and any
resulting changes, if possible, applied prospectively. Amorti-
sation begins when the intangiﬁlz asset is ready for use.
Gains and losses deriving from the disposal of an intangible as-
set are determined as the difference between the estimated
net disposal proceeds and the carrying amount of the asset and
are recognised as income or expense In the income statement.

Goodwill

Goodwill from business combinations (among which, as an
example only, the acquisition of subsidiaries, jointly con-
trolled entities, or the acquisition of business units or other
extraordinary transactions) represents the excess of the
cost of the acquisition over the Group’s interest in the fair
value of the identifiable assets, liabilities and contingent |i-
abilities of the subsidiary. Goodwill is recognised as an asset
and is subject to an annual impairment review. Any impair-
ment charges are immediately recognised in the income
statement and are not subsequently reversed.

Goodwill emerging at the date of acquisition is allocated to
each of the independent cash-generating units expected
to benefit from the synergies deriving from the acquisition.
Impairment charges are igentiﬁed via tests that assess the
capacity of each unit to generate cash sufficient to recover
the portion of goodwill allocated to it. Should the recoverable
amount of the cash-generating unit be less than the allocated
carrying amount, an impairment charge is recognised.

On the sale of a subsidiary or jointly controlled entity, any
unamortised goodwill attributable to it is included in the
calculation of the gain or loss on disposal.

Concessions
This item includes the value of the thirty-year concession
from Roma Capitale, on the assets consisting of water and
water treatment installations, transferred to ACEA and sub-
sequently, on 31 December 1999, to the spun-oFF company,
ASEA to2. This amount refers to publicly owned assets
belonging to the category of “incidental public property”
for fresh and waste water services. This right is systematical-
:?/amortised over the residual concession term (thirty years
rom 1998). The residual amortisation period is in line with
the average term of contracts awarded by public tender.
This item also includes:
o the net value at 1 January 2004 of the goodwill deriving
from the transfer of sewerage services to ACEA Ato2 by
Roma Capitale with effect 1§rom 1 September 2002;

» the excess cost, attributable to this item, deriving from
the acquisition of the A.R.LA. Group, with particular
reference to SAQ, the company that manages the waste
dump in Orvieto, now merged into ACEA Ambiente;

» the excess cost, attributable to this item, deriving from
ACEA’s acquisition of ACEA Ato5.

Concessions are amortised on a straight-line basis over the

residual over the residual duration of the concessions in

question.

Right on infrastructures

|n%u|ﬁ|ment of IFRIC12, this item includes the aggregate
amount of tangible infrastructures used for the manage-
ment of the water service. The classification in this item
stems from application of IFRIC 12 as of the 2010 financial
year, on the basis of the intangible asset model: the afore-
mentioned interpretation requires that, in lieu of recogniz-
ing all the physical infrastructure assets used for the service
management, only one asset be recognized, representative
of the concession holder’s right to charge the fee to the

ublic service users.

Replacement and scheduled maintenance costs are set aside
in a special provision called "Provision for restoration costs”.

Intellectual property rights

The costs rer;tecl to this item are included under intangible
assets and are amortized over an estimated useful |ifge of
three years/ﬁve years.

Impairment of assets

At the end of each reporting period, the Group reviews the
value of its property, plant and equipment and intangible as-
sets to assess whether there is any indication that an asset may
be impaired (“Impairment test”). If any indication exists, the
Group estimates the recoverable amount of the asset in order
to determine the impairment charge.

When it is not possible to estimate the recoverable amount
of the individual asset, the Group estimates the recover-
able amount of the cash-generating unit to which the asset
belongs.

Intangible assets with indefinite useful lives, including good-
will, are tested for impairment annually and each time there
is any indication that an asset may be impaired, in order to
determine the impairment charge.

The test consists of a comparison between the carrying
amount of the asset and its estimated recoverable amount.
The recoverable amount is the higher of an asset’s fair value
less costs to sell and value in use. In calculating value in use, fu-
ture cash flow estimates are discounted from their actual value
using a pre-tax rate that reflects current market assessments
of the value of money and the risks specific to the business.

If the recoverable amount of an asset (or cash-generating
unit) is estimated to be less than its carrying amount, the
carrying amount is reduced to its recoverable amount. An
impairment charge is immediately recognised as an expense
in the income statement, unless the asset is represented
by land or buildings, other than investment property, car-
ried at a revalueted amount, in which case the impairment
charge is treated as a revaluation decrease.

When an impairment no longer exists, the carrying amount
of the asset (or cash-generating unit), with the exception
of goodwill, is increased to its new estimated recoverable
amount. The reversal must not exceed the carrying amount
that would have been determined (net of amortisation or de-
preciation) had no impairment charge been recognised for the
asset in prior periods. The reversal of an impairment charge is
recognised immediately as income in the income statement,
unless the asset is carried at a revalued amount, in which case
the reversal is recognised in the revaluation reserve.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



Where an impairment charge is recognised in the income
statement, it 1s included among amortisation, depreciation
and impairment charges.

Emission allowances, green certificates and white certificates
Different accounting policies are applied by the Group to
allowances or certificates held for own use in the “Industrial
Portfolio”, and those held for trading purposes in the “Trad-
ing Portfolio”.

Surplus allowances or certificates held for own use, which
are in excess of the company’s requirement in relation to
the obligations accruing at the end of the year, are account-
ed for at cost in other intangible assets. Allowances or cer-
tificates assigned free of charge are accounted for at a zero
value. Given that these are assets for instant use, they are
not amortised but are tested for impairment. The recover-
able amount is the higher of the asset’s value in use and its
market value.

The burden resulting from the fulfilment of the energy ef-
ficiency obligation is estimated on the basis of the average
purchase price for the contracts entered into, taking into
account the certificates in the portfolio at the financial
statements date; a provision for liabilities is allocated for
the negative difference between the said burden and the
contribution estimated pursuant to AEEGSI Resolution
13/2014/R/efr, to be paid at the time the certificates are
delivered in fulfilment of the obligation.

Allowances or certificates held for trading in the “Trading
Portfolio” are accounted for in inventories and measured at
the lower of purchase cost and estimated realisable value,
based on mariet trends.

Allowances or certificates assigned free of charge are ac-
counted for at a zero value. ﬁ/\arket value is established
on the basis of any spot or forward sales contracts already
signed at the end of the reporting period, or otherwise on
the basis of market prices.

Inventories

Inventories are valued at the lower of cost and net realisable
value. The cost comprises all materials and, where applica-
ble, direct labour, production overheads and all other costs
incurred in bringing the inventories to their present location
and condition. The cost is calculated using the weighted av-
erage cost formula. The net realisable value is the estimated
selling price less the estimated costs of completion and the
estimated costs necessary in order to make the sale.
Impairment charges incurred on inventories, given their
nature, are either recognised in the form of specific provi-
sions, consisting of a reduction in assets, or, on an item by
item basis, as an expense in the income statement in the
period the impairment charge occurs.

Financial Instruments

Financial assets and liabilities are recognised at the time
when the Group becomes a party to the instruments’ con-
tractual clauses.

Financial assets related to service concession arrangements
With reference to the application of IFRIC12 to the public
lighting service concession, ACEA adopted the Financial As-
set Model recognizing a financial asset to the extent that it
has an unconditional contractual right to receive cash flows.

Trade receivables and other assets

Trade receivables, which have normal commercial terms,
are recognised at face value less estimated provisions for
the impairment of receivables.

CONSOLIDATED FINANCIAL STATEMENTS

The estimate of uncollectible amounts is made when it is
deemed probable that the company will no longer be able
to recover the full amount.

Trade receivables refer to the invoiced amount which, at the
date of these financial statements, is still to be collected, as
well as the portion of receivables for revenues for the peri-
od relating to invoices that will be issued later.

Financial assets

The financial assets are recognised and deleted from the
financial statements on the basis of the negotiation date
and are initially valued at cost inclusive of charges directly
involved in their acquisition.

At the date of any future financial statements, the finan-
cial assets that the Group has a positive intention and abil-
ity to hold to maturity (held-to-maturity financial assets)
are recognised at amortised at cost using the effective
interest method, less any impairment charges applied to
reflect impairments.

Financial assets other than those held to maturity are clas-
sified as held for trading or as available for sale, and are stat-
ed at fair value at the end of each period.

When financial assets are held for trading, any gains and
losses deriving from changes in fair value are recognised
in the income statement for the period. In the case of fi-
nancial assets that are available &r sale, gains and losses
deriving from changes in fair value are recognised directly
in a separate item of shareholders’ equity until they are
sold or impaired. At this time, the total gains and losses
previously recognised in the shareholders’ equity are re-
cycled through the income statement for the period. The
total loss is equal the difference between the acquisition
cost and current fair value.

The fair value of financial instruments traded on active mar-
kets is based on the quoted market prices (bid prices) at the
end of the reporting period. The fair value of investments
that are not traded on an active market is determined on the
basis of quoted market prices for substantially similar instru-
ments, or calculated on the basis of estimated future cash
flows generated by the net assets underlying the investment.
Purchases and sales of financial assets, which imply delivery
within a timescale generally defined by the regulations and
good practices of t%'me marZet in which the exchange takes
place, are recognised at the trade date, in other words the
date on which the Group undertakes the commitment to
either purchase or sell the asset.

Non-derivative financial assets with fixed or determinable
pa?/ments that are not quoted in an active market are ini-
tially stated at fair value.

Subsequently to their initial recognition, they are carried at
amortised cost on the basis of the effective interest method.
At each reporting date, the Group assesses if a financial
asset, or a group of financial assets, have been impaired. A
financial asset or a group of financial assets is subject to im-
pairment if, and only if, there is objective evidence of impair-
ment, as a consequence of one or more events that occurred
after initial recognition and which has had an impact on the
future estimate§ cash flows. Impairment can be shown by
indicators such as financial difficulties, failure to meet obliga-
tions, non-payment of significant amounts, probability tﬁat
the debtor goes bankrupt or is subject to another form of fi-
nancial reorganisation, and if objective data shows that there
is a measurable decrease in future estimated cash flows.

Cash and cash equivalents
This item includes cash in bank accounts and cash on hand
and deposits reimbursable on demand or in the very short-
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term and other short-term, highl( liquid financial invest-
ments which are readily convertible into cash and are sub-
ject to an insignificant risk of changes in value.

Financial liabilities

Financial liabilities are stated using the amortised cost
method. Specifically, the costs incurred in obtaining bor-
rowings (transaction costs) and any issue premiums or dis-
counts are recognised as direct adjustments of the nominal
value of the borrowing. The net financial costs are conse-
quently re-determined on the basis of the effective inter-
est rate method.

Derivative financial instruments

Derivative financial instruments are initially recognised
at fair value with a counter entry in the income statement;
the foir value is then updated on subsequent reporting
dates. They are designated as hedging instruments when
the hedging relationship is Formaﬁl documented at its
inception and the periodically verizied effectiveness of
the hedge is expected to be high.
When the hedging derivatives%‘-edge the risk of changes
in the fair value involved in the hedging operation (Fair
Value Hedge), the derivatives are recognised at fair value
and the effects included in the Income Statement. Sim-
ilarly, the adjustment of the fair value of the assets or
liabilities being hedged are also included in the Income
Statement.

When the risk of changes in the cash flow of the elements
involved is hedged (Cash Flow Hedge), the variation of the
portion of the Fair value classified as effective is recognised
in the Shareholders’ Equity, the ineffective portion being
recognise directly in the Income Statement.

Trade payables
Trade payables, which have normal commercial terms, are
stated at face value.

De-recognition of financial instruments

FinanciaF assets are derecognised when the Group has
transferred all the related risks and the right to receive cash
flows from the investments.

A financial liability (or portion of a financial liability) is
de-recognised when, and only when, it is extinguished, in
other words when the obligation specified in the relevant
contract is fulfilled or cancelled or has expired.

If a previously issued debt instrument is repurchased, the
debt is extinguished, even if the Group intends to resell it in
the near future. The difference between the carrying amount
and the amount paid is recognised in the income statement.

Provisions for liabilities and charges

Provisions for liabilities and charges are made when the
Group has a present (legal or constructive) obligation as a
result of a past event, ifgit is more likely than not that an
outflow of resources will be required to settle the obligation
and the related amount can be reliably estimated.
Provisions are measured on the basis of Management’s best
estimate of the expenditure required to settle the present
obligation at the end of the reporting period, and are dis-
counted when the effect is significant.

Where the financial effect of time is significant and the ob-
ligation due dates can be reliably estimated, the provision is
determined by discounting the expected future cash flows
determined by taking into account the risks associated with
the obligation at the average borrowing rate of the compa-
ny; the increase in the provision resulting from the time val-
ue of money is recognized in the income statement under
“Net financial income/(expense)”.

When the liability regards the cost of dismantling and/or
repairing of a tangible asset, the initial provisions are ac-
counted for as a counter entry in respect of the asset to
which they refer. The provisions are released to the income
statement through depreciation of the item of property,
plant and equipment to which the charge refers.
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ACCOUNTING STANDARDS, AMENDMENTS,
INTERPRETATIONS AND IMPROVEMENTS
APPLIED FROM 1JANUARY 2016

As of 1 January 2016, the following documents have come
into force, previously issued by the IASB and endorsed by
the European Union, containing amendments to the inter-
national accounting standards:

IFRS 11: JOINT ARRANGEMENTS
On 7 May 2014 the IASB published the above Amend-

ments to explain the accountinE principles for acquisitions
of interest in a joint operation that represents a business. If
the joint operation is not a business, the acquisition must
be recognized as separate acquisition of assets and liabilities
without recognition of goodwill, deferred tax assets and by
capitalizing any incidental expenses incurred.

IAS 16: PROPERTY, PLANT AND EQUIPMENT;
IAS 38: INTANGIBLE ASSETS

On 13 May 2014 the IASB published the amendments
to the two standards to explain that the depreciation and
amortization methods based on revenues resulting from the
asset (so-called revenue-based method) are not held to be
appropriate as they only show the flow of revenues resulting
from said asset and not, however, the method in which the
economic benefits incorporated in the asset are used.

IAS 27: SEPARATE FINANCIAL STATEMENTS

By this amendment, the IASB introduced the ability to rec-
ognize investments in subsidiaries, associates or joint ven-
tures in the separate financial statements using the equity
method. This option, which was not permitted%efore, isin
addition to the other two options that have been retained:
« cost method; or

» at fair value in accordance with IAS 39 or IFRS 9.

The option of using the equity method for all or some cate-
gories of investments will have to be applied retrospectively
in the separate financial statements.

IAS 10: CONSOLIDATED FINANCIAL STATEMENTS;
IAS 28: INVESTMENTS IN ASSOCIATES AND JOINT
VENTURES

On 11 September 2014 the IASB published these amend-
ments in order to clarify the accounting treatment, both in
the event of loss of control of a subsidiary (regulated by IFRS
10) and in the event of downstream transactions regulated by
IAS 28, depending on whether the assets covered by the
transaction constitute a business as defined by IFRS 3.

If the assets covered by the transaction constitute a busi-
ness, the gain has to be recognized in full in both cases (i.e.
loss of control and downstream transactions), otherwise, in
both cases, the gain has to be recognized only for the por-
tion relating to non-controlling interests.

CONSOLIDATED FINANCIAL STATEMENTS

IMPROVEMENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (2012-2014 CYCLE)
On 25 September 2014 the IASB published the document
“Annual Improvements to IFRSs: 2012-2014 Cycle”.

The document introduces amendments to the following

standards:

« IFRS 5 Non-current Assets Held for Sale and Discontin-
ued Operations: this amendment introduces a speciﬁc
guidance on IFRS 5 in case an entity reclassifies an as-
set (or a disposal group) from the held-for-sale category
to the hel —For—cﬁstri ution category (or vice versa%, or
when the requirements for classification of an asset as
held-for-distribution are no longer satisfied. The amend-
ments establish that: (i) such reclassification should not
be considered as a change to a marketing plan or to a dis-
tribution plan and that the same classification and eval-
uation criteria continue to be valid, (ii) the assets that
no longer meet the criteria for the held-for-distribution
classification should be treated the same way as an asset
that ceases to be classified as held for sale.

« IFRS 7 Financial Instruments: Disclosures: servicing con-
tracts- The document regulates the introduction of ad-
ditional guidance to c|ari§y whether a servicing contract
constitutes continuing involvement in a transferred asset
for the purpose of disclosures on transferred assets.
Paragraph 42C(c) of IFRS 7 states that an agreement
under which an entity retains the contractual rights to
receive the cash flows of a financial asset but assumes
a contractual obligation to pay the cash flows to one or
more entity does not in itselfyconstitute continuing in-
volvement for the purpose of applying transfer disclo-
sure requirements. However, in practice, most of the
contracts have additional aspects that lead to residual
involvement in the asset: for example, when the amount
and/or the term of the servicing fee are linked to the
amount and/or term of the net collected cash flows. The
proposed amendments, which will be applicable prospec-
tively, should therefore add guidance on this aspect.
Applicability of the amendments to IFRS 7 on offsetting
disclosure to condensed interim financial statements - The
document clarifies doubts regarding disclosures about
offsetting financial assets and financial liabilities (effec-
tive for accounting periods beginning on or after 1 Janu-
ary 2013) in the interim financial statements and, where
disclosure is required, whether the obligation applies to
all interim financial statements after 1 January 2013
or to the interim report of the first year of appiication
only. The document clarifies that the disclosure about
offsetting financial assets and liabilities is not explicitly
required for all interim financial statements. However,
such disclosures may be necessary to fulfil the require-
ments of IAS 34, if the information is material.

« IAS 19 Employee Benefits — Discount rate: regional
market issue: this document introduces amendments
to IAS 19 to clarify that the high quality corporate bonds
used to determine the discount rate of Staff termina-
tion beneﬁts should be issued in the same currency used
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for the payment of beneﬁts. The proposed amendments
clarify that the scope of the high quality corporate bond
market to consider is the same as that of the currency.

« IAS 34 Interim Financial Reporting - Disclosure of infor-
mation “elsewhere in the interim report™ the document
proposes amendments to clarify the requirements when
the information required is presentej in the interim
financial report but not in the interim financial state-
ments. The amendment clarifies that said information
is to be included through a cross-reference from the in-
terim fmancial statements and other parts of the interim
financial report and that said document has to be made
available to people reading the financial statements in
the same way and at the same time as for the interim
financial statements.

AMENDMENTS TO IAS1 DISCLOSURE INITIATIVE

The amendments to |AS1 clarify some of the existing re-
quirements of this principle, suc?i as:
o the material nature of |ASI,
« the fact that specific lines in the tables of the financial
Kear profit/(loss) of other components of the compre-
ensive income statement or statement of financial posi-
tion may be separated,
« the fact that there is a certain amount of flexibility as re-
gards the order of the notes to the financial statements,
o the fact that the other components of the comprehensive
income statement concerning associates and Joint ventures
carried using the equity method must be presented to-
gether in a single line and classified among the items that
will not subsequently be classified in the income statement,
¢ a summary of the signiﬁcant accounting standards ap-
plied, includin%;
« the base (or bases) of measurement used in drawing up
the financial statements;
- the other accounting standards used to facilitate un-
derstanding of the financial statements.
The amendments also clarify the requirements that are ap-
plicable when sub-totals to the financial year profit/(loss) or
the other components of the comprehensive income state-
ment of the statement of financial position are presented.

AMENDMENTS TO IFRS10, IFRS12 AND
IAS28 INVESTMENT ENTITIES: APPLYING
THE CONSOLIDATION EXCEPTION

The amendments to IFRSI0 clarify that the exemption
from presenting the consolidated financial statements is
applicable to parent companies that are subsidiaries of an

investment entity, when the investment entity considers
all its subsidiaries at fair value.

The amendments also clarify that only a subsidiary of an
investment entity that is not in itself an investment entity
and which provides support services to the investment en-
tity is consolidated. All the other subsidiaries of an invest-
ment entity are considered at fair value. The amendments
to |AS28 Investments in associates and joint ventures enable
the investor to retain in the application of the equity meth-
od the consideration at foir value applied by the associates
or joint ventures of an investment entity in evaluating its
own investments in subsidiaries.

AMENDMENTS TO IAS 19 DEFINED BENEFITS
PLAN: EMPLOYEE CONTRIBUTIONS

IAS 19 requires that an entity must consider the employ-
ee or thirj party contributions in accounting the defined
benefit plans. V\)iwen contributions are linked to the service
rendered, they should be attributed to periods of service as
a negative benefit. This amendment clarifies that if the total
of the contributions is independent of the number of years
of service, the entity is allowed to recognise these contri-
butions as a reduction in the service cost for the period in
which services are rendered rather than allocate the contri-
bution to the period of service.

IFRS 3 BUSINESS COMBINATIONS

The amendment clarifies that all agreements concerning
potential payments classified as |ia%i|ities (or assets) de-
riving from a business combination must be subsequent-
ly va%ued at Fair value with a counter entry in the income
statement, whether they are within the scope of IFRS9 (or
IAS 39, as the case may be) or otherwise. Tiinis is consistent
with the accounting standards applied by the Group, and

this amendment did not therefore have an impact.

IAS 24 DISCLOSURE OF RELATED PARTY
TRANSACTIONS IN THE FINANCIAL STATEMENTS

The amendment is applicable retrospectively and clarifies
tha a management entity (an entity providing services to
managers with strategic responsibilities) is a related party
subject to the disclosure of related party transactions. Also,
an entity which uses the services of a management entity
must disclose the costs incurred for the management ser-
vices. This amendment is not significant to the Group, as it
does not use management services of other entities.
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ACCOUNTING STANDARDS, AMENDMENTS AND
INTERPRETATIONS APPLICABLE AFTER THE END OF THE
YEAR AND NOT ADOPTED IN ADVANCE BY THE GROUP

IFRS 9 FINANCIAL INSTRUMENTS
On 25 July 2014 the IASB published IFRS 9 Financial In-

struments which addresses the classification and measure-

ment of financial instruments, the impairment model and

hedge accounting.

IFRS 9 replaces the accounting rules laid down by IAS 39

with regard to the recognition and measurement of finan-

cial instruments, including hedging transactions.

The standard envisages the foﬁowing three categories for

the classification of financial assets:

o financial assets measured at amortised cost;

« financial assets at fair value through profit or loss ("FVTPL");

« financial assets at fair value througEn other comprehensive
income ("FVOCI").

With reference to this classification, the following addition-

al provisions should be noted:

« "non-equity trading instruments’, which should be classi-
fied as FVTPL, can be classified in the FVOCI category
on the basis of an irrevocable decision of the reporting
entity. In this case, the changes in fair value (including
foreign exchange differences) are recognized in OCl an
will never be reclassified in Profit/(loss) for the year;

o if the financial assets classified in the "amortised cost” or
"FVOCI" category give rise to an “accounting mismatch’,
the reporting entity can irrevocably decide to use the
"ﬁair value option” by classifying these financial assets in
the "FVTPL’ category;

o with reference to "debt instruments” classified as FVO-
Cl, it must be noted that interest income, expected credit
losses and foreign exchange differences will have to be
recognized in the profit/(loss) for the year. Conversely,
the other effects arising from measurement at fair value,
will be recognized in the Other Comprehensive Income
and will be reclassified in the profit/(loss) for the year
only if the financial asset is derecognized.

With regard to financial liabilities the standard proposes
the classification already provided in IAS 39 but introduc-
es an important innovation for financial liabilities classified
as "FVTE’L", as the portion of the change in fair value at-
tributable to own credit risk will have to be recognized in
OCI rather than in Profit/(loss) for the year as currently
required by IAS 39. Thus, under IFRS 9, when an entity
experiences a worsenin%! in its credit risk, despite having to
reduce the value of its liabilities at fair value, the effect of
this reduction attributable to own credit risk will not lead to
positive effects in profit/(loss) for the year but in the Other
Comprehensive Income.

IFRS 9 introduces a new impairment model based on ex-
pected losses. The entity shall, immediately and regardless
of whether a "trigger event” has occurred, recognise the
expected future losses on financial assets, and must con-
tinually adjust the estimate, taking also into account the
changes in the counterparty's credit risk, on the basis not
only of past and current circumstances and data, but also
paying due attention to future forecasts. The estimate of
future losses should initially be made by reference to the
expected losses over the next 12 months, and subsequently,
with reference to the total losses over the life of the asset.

CONSOLIDATED FINANCIAL STATEMENTS

Expected losses over the next 12 months are the portion
of the losses that would be incurred upon occurrence of
a counterparty’s event of default, within 12 months from
the reporting date, and are calculated as the product of the
maximum loss and the probability a default event occurs.
The total losses over the life of the financial asset are the present
value of the average future losses multiplied by the probability
that a default event occurs in the life of the financial asset.

IFRS 9 introduces a hedge accounting model designed to
represent in the financial statements the effect of an entity’s
risk management activities, focusing on the circumstance
that if a risk item can be identified and measured, regardless
of the tyEe of risk and/or item, hedge accounting can be ap-
plied to the instrument used to hedge such risk, the only lim-
itation being that the risk may affect the income statement
or the statement of other comprehensive income (OC)).

In addition, the standard enables entities to use information pro-

duced internally as a basis for hedge accounting, without havin

to prove that they meet complex criteria and metrics designes
solely for accounting purposes. The main changes concern:

. eF?lectiveness test: the 80-125% threshold is abolished
and replaced by an objective test that verifies the eco-
nomic relationship between the hedged item and the
hedging instrument (e.g. if there is a loss on the former
there must be a profit on the latter);

« Covered items: not only financial assets and liabilities but
any item or group of items as long as the risk is separately
identifiable and measurable;

» cost of the hedge: the time value of an option, the forward
Eoints, the spread on a currency can be excluded from

edge accounting and recognized immediately as the cost
of the hedge; accordingly, all mark to market fluctuations
can then be temporarily recognized in the other compre-
hensive income (OCJ);

» disclosure: a broader description of the risks hedged and
the instruments used is provided, replacing the current
disclosure based on the distinction between cash flow
hedges and fair value hedges; these are accounting ter-
minologies that often confuse investors, who are c%early
more interested in risks and how they are hedged than in
the accounting categories of these instruments.

The new standard is applicable as of 1 January 2018. Earlier

application is permitted provided that the IASB document

has already been endorsed by the European Union.

The Group has performed an analysis for a preliminary eval-

uation of the impact of IFRS9. This evaluation, which is still

in progress, concerns all of the Companies in the Group and
may be subject to changes following the more detailed anal-
ysis to be completed during the first half of 2017. The Group

will choose the initial application method after this analysis.

IFRS 15 REVENUE FROM CONTRACTS
WITH CUSTOMERS

On 29 May 2014 IASB and FASB jointly published the new

provisions for accounting revenues, after more than a de-
cade of studies and consultation. In 2017 the new standard

will replace IAS 18 (Revenues) and IAS 11 (Work in progress).
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The fundamental steps for the accounting of revenue are:

« identify the commercial contract, defined as a (written
or verbal) agreement between two or more parties which
results in rights and obligations with the customer having
the right to legal protection;

. identhgy the obligations (distinctly identifiable) in the contract;

« determine the price of the transaction, as the fee the en-
terprise expects to receive for the transfer of assets or
the performance of services to the customer, in accor-
dance with the techniques in the Standard and depending
on the possible presence of financial components;

« allocate the price to each "performance obligation’;

» recognise the revenue when the obligation is regulated,
allowing for the fact that the services may not be provid-
ed at a specific time, but over a period of time.

The standard should not imply particular differences in ac-

counting the operations considered to be more common.

More significant differences in the timing of the record-

ing and quantitative determination should be noticeable

in the medium and long-term service contract and the
agreements containing more than one obligation, in which
the operators had highlighted the main criticalities of the

current standard. The disclosure of revenues should be im-

proved through a more detailed qualitative and quantitative

disclosure such as to enable the stakeholders to understand
more clearly the contents and significant elements in the
determination of revenues.

The standard is applicable from 1 January 2018, though

earlier application is permitted.

In April 2016, the IASB published some clarifications,

which mainly involve:

« the identification of a service obligation (the promise to
transfer an asset or a service to a customer) in a contract;

» determining whether a company is the contractor (the
supplier of an asset or service) or the broker (responsible
for organising the asset or service to be supplied); and

« determining whether the revenue deriving from the asset
under concession should be recognised at a given time or
throughout the duration of the concession.

In addition to the clarifications, the amendments include

two supEIementary aspects to reduce cost and complexity

during the initial application of the new standard.

The c%ariﬁcations also apply from 1 January 2018, though

earlier application is [f:»ermitted.

The Group has performed an analysis for a preliminar

evaluation of the impact of IFRS15. This evaluation, whicK

is still in progress, concerns all of the Companies in the

Group and may be subject to changes following the more

detailed analysis to be completed §uring the Erst half of

2017. The Group will choose the initial application method

after this analysis.

IFRS 16 LEASES

Issued in January 2016 to replace the previous standard on
leasing, IAS 17 and the relevant interpretations, it identifies
the criteria for recording, measurement and presentation
and also the disclosure required with regard to leasing con-
tracts for both parties to the contract, the lessor and the
lessee. IFRS 16 marks the end of the distinction in terms
of classification and accounting treatment between operat-
ing leases (the information for which is not in the financial

statements) and financial leases (which are in the financial
statements). The right to use an asset under leasing (“right
ol: use”) and the commitment undertaken will emerge in
the financial information (IFRS 16 will be applicable to all
transactions including the right of use, independently of
the contractual form, 1.e. leasing, rental or hiring). The main
novelty is the introduction of the concept of control in the
definition. specifically, to determine whether a contract
represents a lease or not, IFRS 16 requires it to be checked
that the lessee has or does not have the right to control the
use of a specific asset for a specific periodgmc time.

There will not be any symmetry in accounting with the les-
sees; there will still be a separate accounting treatment ac-
cording to whether the contract is an operating lease or a
financial lease (on the basis of the guidelines in force today).
On the basis of the new model, the lessee should state:

a) in the Statement of financial position, the assets and liabil-
ities of all leasing contracts with a duration of more than 12
months, unless the underlying assets are of modest value; and
b) in the Income statement, the amortisations of the assets
concerning the leases separately from the interest on the
related liabilities.

As regards the lessor, the new standard should have a less-
er impact on the financial statements (unless so-called
“sub-leases” are undertaken), given that the current account-
ing will not change, except for the financial disclosure which
must be quantitatively and qualitatively in excess of the previ-
ous one. The standard will apply from 1January 2019, though
earlier application is permitted should IFRS 15 - Revenue
from contracts with customers also have been applied.

AMENDMENTS TO IAS 12 - RECOGNITION OF
DEFERRED TAX ASSETS FOR UNREALISED LOSSES”

Issued in January 2016, it provides clarifications on the
methods of recording advance taxes concerning debt in-
struments valued at %air value. These amendments clarify
the requirements for recording advance taxes with regard
to unrealised losses, in order to eliminate the diversities in
accounting practices. The amendments will be applicable,
after endorsement, from financial years starting on 1 Janu-
ary 2017 or later. Earlier application is permitted.

AMENDMENTS TO IFRS10 AND IAS 28:
SALE OR CONTRIBUTION OF ASSETS
BETWEEN AN INVESTOR AND

ITS ASSOCIATE OR JOINT VENTURE

The amendments deal with the conflict between IFRS10
and IAS28 as regards the loss of control of a subsidiary
which is sold or conferred to an associate or by a Joint
venture. The amendments clarify that the profit or loss re-
sulting from the sale or conferment of assets constitutin
a business, as defined in IFRS3, between an investor ans
an associate or Joint venture must be entirely recognised.
Any profit or loss resulting from the sale or conferment of
assets that do not constitute a business is recognised only
within the limits of the equity investment ma§e by third
Earty investors in the associate or Joint venture. The |ASB

as indefinitely deferred the date of application of these
amendments, Eut should an entity decide to apply them in
advance it must do so prospectively.
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AMENDMENTS TO IAS 7 - DISCLOSURE

Document issued on 29 January 2016.

The amendments to |IAS 7 Statement of cash flows applica-
ble as of financial years starting on 1 January 2017 require
that entities provide information on the changes to its fi-
nancial liabilities, in order to enable users to better evalu-
ate the reasons underlying the changes in the debts of the
entity, including both changes linked to the cash flows and
non-monetary changes. As of the initial application of this
amendment, the entity need not present the comparative
disclosure for preceding periods. The application of the
amendments will mean the Group will need to provide ad-
ditional disclosures.

CONSOLIDATED FINANCIAL STATEMENTS

AMENDMENTS TO IFRS 2. “CLASSIFICATION
AND MEASUREMENT OF SHARE-BASED
PAYMENT TRANSACTIONS”

On 20 June 2016, the IASB published the document con-
cerning amendments to IFRS2 “share-based payments”,
which deal with three main areas: i) the effects of maturing
on the measurement of a share-based payment transaction
settled in cash; ii) the classification oFa share-based pay-
ment transaction settled net of the obligations concernin
withholdings at source; iii) the accounting applicable shoul
a modification in the terms and conditions of a share-based
payment transaction change its classification from settled
in cash to settled using instruments representinE capital.
On initial adoption, the entities must apply the amend-
ments without considering previous years, but retrospec-
tive aPplication is allowed if chosen for all three and it the
criteria are respected. The amendments are in force as of 1
January 2018, but earlier application is permitted.
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CONSOLIDATED INCOME STATEMENT

Notes With related With related
ref. 31.12.2016 parties 31.12.2015 parties Variation
1 Revenue from sales and services 2,708,646 2,800,570 (91,925)
2 Other revenue and proceeds 123,772 116,748 7,024
Consolidated net revenue 2,832,417 134,931 2,917,318 147,51 (84,901)
3 Staff costs 199,206 211,157 (11,950)
Costs of materials and overheads 1,766,209 2,002,709 (236,499)
Consolidated operating costs 1,965,415 42,333 2,213,865 45,684 (248,450)
5 Net incoyne/?costs) from 0 0 0
commodity risk management
6 !ncome/(Costs) from equity‘ 29,345 28,501 843
investments of a non-financial nature
Gross Operating Profit 896,347 92,598 731,954 101,827 164,392
7 An;qrtisa'tion, depreciation, provisions 370,403 345,489 24914
and impairment charges
Operating profit/(loss) 525,944 92,598 386,465 101,827 139,479
8 Financial income 17,258 4,256 20,163 335 (2,904)
9 Financial costs (128,822) 3) (111,246) (17,576)
10 E\cqme/(Costs) from 1707 1,010 696
quity Investments
Profit/(loss) before tax 416,087 96,850 296,392 102,163 119,694
1 Taxation 143,548 114,847 28,701
Net profit/(loss) 272,539 181,545 90,994
Profit/(loss) attbribubtable 10192 6,553 3,639
to non-controlling interests
Net profit/(loss) attributable
to the Group 262,347 174,992 87,355
12 Earnings (loss) per share attributable
to Parent Company's shareholders
Basic 1.2319 0.8217 0.4102
Diluted 1.2319 0.8217 0.4102
Earnings (loss) per share attributable
to Parent Company's shareholders,
net of Treasury Shares
Basic 1.2343 0.8233 0.4110
Diluted 1.2343 0.8233 0.4110

Amounts in € thousand
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CONSOLIDATED STATEMENT
OF COMPREHENSIVE INCOME

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Net profit/(loss) 272,539 181,545 90,994 50.1%
Profit/(Loss) from conversion of financial

statements expressed in a foreign currency 471 (544) 1,015 (186.6%)
Provision for Exchange Rate Difference (10,051 (14,878) 4,827 (32.4%)
Tax on Exchange Rate Difference 2,412 4531 219 (46.8%)
Gains/losses from exchange rate difference (7,639) (10,347) 2,708 (26.2%)
Effective portion of the profit/(loss)

on hedging instruments (“cash flow hedge”) 13,714 26,404 (12,690) (48.1%)
Tax effect on the other profit/(loss)

on hedging instruments (“cash flow hedge”) (3,694) (8,825) 5,130 (58.1%)
Profit/(Loss) from the effective portion

on hedging instruments net of tax 10,019 17,579 (7,560) (43.0%)
Actuarial Profit/(Loss) on staff benefits

included in the Shareholders’ Equity (8,184) 3,868 (12,052) (311.6%)
Tax effect on the other actuarial profit/(loss)

on staff benefit plans 2,235 (2,728) 4,963 (181.9%)
Actuarial profit/(loss) on defined

benefit pension plans net of tax (5,949) 1,140 (7,089) (622.0%)
Total of the comprehensive income components, net of tax (3,098) 7,829 (10,926) (139.6%)
Total comprehensive income/(loss) 269,441 189,374 80,067 42.3%
Net result of the Comprehensive Income Statement attributable to:

Group 259,009 181,584 77,425 42.6%
Non-controlling interests 10,432 7,789 2,643 33.9%

Amounts in € thousand

CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED STATEMENT
OF FINANCIAL POSITION

r':?.tes € thousand 31.12.2016  Related parties 31.12.2015 Related parties Variation
13 Tangible Assets 2,210,338 2,087,324 123,014
14 Investment Property 2,606 2,697 ()
15 Goodwill 149,825 155,381 (5,555)
16 Concessions 1,662,727 1,520,304 142,423
17 Other Intangible Fixed Assets 158,080 104,696 53,384
18 E\q:ljtbiiiclni:fisetsn‘;irétzssociates 260,877 247,490 13,387
19 Other Equity Investments 2,579 2,750 170)
20 Deferred tax assets 262,241 274,577 (12,336)
21 Financial Assets 27,745 25,638 31,464 29,109 (3,719)
22 Other Assets 34,216 39,764 (5,547)

NON-CURRENT ASSETS 4,771,235 25,638 4,466,446 29,109 304,790
23.a  Inventories 31,726 26,623 5,103
23.b  Trade Receivables 1,097,441 129,284 1,098,674 157,905 (1,232)
23.c  Other Current Assets 132,508 130,675 1,833
23.d  Current tax assets 74,497 75177 (680)
23.e  Current Financial Assets 131,275 117,309 94,228 80,593 37,047
23.f  Cash and cash equivalents 665,533 814,653 (149,120)
23 CURRENT ASSETS 2,132,981 246,593 2,240,030 238,498 (107,049)
24 Non-current assets held for sale 497 497 0

TOTAL ASSETS 6,904,713 272,231 6,706,972 267,607 197,741

Amounts in € thousand

:?.tes LIABILITIES 31.12.2016 Related parties 31.12.2015 Related parties Variation
Shareholders’ Equity
Share capital 1,098,899 1,098,899 0
Statutory reserve 95,188 87,908 7,280
Other reserves (351,090) (350,255) (835)
Retained earnings/(losses) 565,792 512,381 53,411
Profit (Loss) for the year 262,347 174,992 87,355
Total Group Shareholders’ Equity 1,671,136 1,523,924 147,211
Non-controlling interests 86,807 72,128 14,679
25 Total Shareholders’ Equity 1,757,943 1,596,053 161,890
26 j;fn:jrg::;‘t°;|:’::eﬁts and other 109,550 108,630 920
27 Provision for liabilities and charges 202,122 189,856 12,266
28 Borrowings and financial liabilities 2,797,106 2,688,435 108,672
29 Other liabilities 185,524 184,100 1,425
30 Provision for deferred taxes 88,158 87,059 1,099
NON-CURRENT LIABILITIES 3,382,460 3,258,079 124,381
Trade payables 1,292,590 148,998 1,245,257 157,020 47,334
Other current liabilities 273,782 306,052 (32,270)
Borrowings 151,478 4,010 259,087 35,931 (107,609)
Tax Payables 46,361 42,346 4,015
31 CURRENT LIABILITIES 1,764,211 153,008 1,852,741 192,951 (88,531)
24 Liabilities directly associated with 99 99 0

assets held for sale

TOTAL LIABILITIES AND

SHAREHOLDERS’ EQUITY 6,904,713 153,008 6,706,972 192,951 197,741

Amounts in € thousand
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CONSOLIDATED STATEMENT OF CASH FLOWS

€ thousand 31.12.2016 Related parties 31.12.2015 Related parties Variation
Cash flow from operating activities

Profit before tax from continuing

operations 416,087 296,392 119,694
Profit before tax from discontinued . ) )
operations

Depreciation/amortisation 254,247 233,990 20,258
Revaluations/impairment charges 33,643 29,533 4110
Increase/(decrease) in provisions for liabilities 12,266 21138 (8,872)
Net increase/(decrease) in staff (8,683) (7,442) (1,241
termination benefits

Gains on disposals - - -
Net financial interest expense 111,564 91,083 20,480
Income taxes paid (109,635) (109,256) (380)
Cash flow generated by operating

activities before changes

in working capital 709,487 555,438 154,050
Increase in current receivables (56,652) (28,621) 120,504 (1,705) (177156)
Increase/decrease in current payables 47,334 (8,021 (23,321) 26,147 70,655
Increase/(decrease) in inventories (5,103) 2,606 (7,709)
Change in working capital (14,422) 99,788 (114,210)
Change in other assets/liabilities

during the period (49,391) 27,448 (76,839)
TOTAL CASH FLOW FROM

OPERATING ACTIVITIES 645,674 682,673 (36,999)
Cash flow from investment activities - - -
Purchase/sale of tangible fixed assets (248,949) (189,252) (59,697)
Purchase/sale of intangible fixed assets (318,472) (245,869) (72,603)
Equity investments 9,481 7,250 2,231
Purchase/sale of investments in subsidiaries - (389) 389
Proceeds/payments deriving

from other financial investments (33,328) 33,246 1,553 4,988 (34,881)
Dividends received 9,318 9,318 7,137 7,137 2,181
Interest income received 22,178 27,750 (5,571
TOTAL CASH FLOW FROM

Cash flow from financing activities - - -
Non-controlling interests

in subsidiaries capital increase 3,129 5,412 (2,283)
Repayment of borrowings

and long-term loans 239,167 (374,508) 613,676
Disbursement of borrowings/other

medium/long-term loans (146,757) - (146,757)
Decrease/increase

in other short-term borrowings (107,609) (31,921 67,774 27,702 (175,383)
Interest expense paid (112,273) (91,721) (20,552)
Dividends paid (110,679) (110,679) (101,123) (101,123) (9,556)
TOTAL CASH FLOW FROM

FINANCING ACTIVITIES (235,022) (494,167) 259,144
Changes in shareholders’ equity after net profit

Cash flows for the period (149,120) (203,314) 54,194
Net opening balance

of casﬁ and cash equivalents 814,653 1,017,967 (203,314)
Net closing balance

of cash an§ cash equivalents 665,533 814,653 (149,120)

Amounts in € thousand

CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED STATEMENT
OF CHANGES IN SHAREHOLDERS’ EQUITY

Non-

Share Legal Other Profit for controlling Total shareholders’
€ thousand capital reserve reserves the period Total interests equity
Balances as at 01January 2015 1,098,899 176,119 15,381 140,167 1,430,566 71,825 1,502,391
Net profit (loss) 174,992 174,992 6,553 181,545
Other comprehensive
income (losses) 6,592 6,592 1,236 7,829
Total comprehensive
income (loss) 0 0 0 181,584 181,584 7,789 189,374
Appropriation of result for 2013 140,167 (140,167) 0 0 0
Distribution of dividends (95,647) (95,647) (5,477) (101,123)
Change in basis of consolidation 7,421 7,421 (2,009 5,412
Other changes (88,211 88,211 0 0
Balances as at 31 December 2015 1,098,899 87,908 155,533 181,584 1,523,924 72,128 1,596,053

Non-

Share Legal Other Profit for controlling Total shareholders’
€ thousand capital reserve reserves the period Total interests equity
Balances as at 01January 2016 1,098,899 87,908 155,533 181,584 1,523,924 72,128 1,596,053
Net profit (loss) 262,347 262,347 10,192 272,539
Other comprehensive
income (losses) (3,338) (3,338) 240 (3,098)
Total comprehensive
income (loss) 0 0 0 259,009 259,009 10,432 269,441
Appropriation of result for 2014 0 7,280 174,304 (181,584) 0 0 0
Distribution of dividends 0 0 (106,274) 0 (106,274) (4,405) (110,679)
Change in basis of consolidation 0 0 (5,524) 0 (5,524) 8,652 3,129
Other Changes 0 0 0 0 0 0 0
Balances as at 31 December 2016 1,098,899 95,188 218,040 259,009 1,671,136 86,807 1,757,943

Amounts in € thousand
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NOTES TO THE CONSOLIDATED INCOME STATEMENT

CONSOLIDATED NET REVENUE
Amounted to € 2,832,417 thousand at 31 December 2016

(€ 2,917,318 thousand at 31 December 2015), recording a
decrease of € 84,901 thousand (-2.9%) compared to t%we

previous year, and are broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Revenue from sales and services 2,708,646 2,800,570 (91,925) (3.3%)
Other revenue and proceeds 123,772 116,748 7,024 6.0%
Consolidated net revenue 2,832,417 2,917,318 (84,901) (2.9%)

1. Revenue from sales and services - € 2,708,646 thousand
This item shows a total decrease of € 91925 thousand
(-3.3% compared to 31 December 2015), which closed with

an amount of € 2,800,570 thousand.

This item is broken down as follows.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Revenue from electricity sales and services 1,813,648 1,942,588 (128,940) (6.6%)
Revenue from gas sales 62,258 79,293 (17,036) (21.5%)
Revenue from electricity incentives 21,064 20,933 131 0.6%
Revenue from the Integrated Water Service 629,214 582,592 46,622 8.0%
Revenue from Overseas Water Services 1,761 9,898 1,862 18.8%
Revenue from biomass transfer and landfill operations 44727 37,522 7,206 19.2%
Revenue from services to customers 98,358 95,257 3,101 3.3%
Connection fees 27,616 32,487 4,871 (15.0%)
Revenue from sales and services 2,708,646 2,800,570 (91,925) (3.3%)

REVENUE FROM ELECTRICITY
SALES AND SERVICES

This item amounted to € 1,813,648 net of intercompany
eliminations, and is broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Electricity and heat generation 31,017 37,522 (6,506) (17.3%)
Electricity sales 1,226,359 1,455,312 (228,953) (15.7%)
Transport and metering of energy 508,320 402,362 105,958 26.3%
Energy sales from WTE 43,345 43,151 194 0.5%
Energy from photovoltaic plants 377 398 2n (5.3%)
Cogeneration 4,231 3,843 387 10.1%
Total revenue from electricity sales and services 1,813,648 1,942,588 (128,940) (6.6%)

The major changes refer to:

o the reduction of € 228,953 thousand in revenue from
the sale of electrical energy due to: i) the decrease in
the volumes of electricity sold in the Protected Catego-
ries market (-6.6%), ii) the decrease in the volumes of
electricity sold in the Free Market (-14.1%). The reduc-
tion mainly concerned the B2B industrial segment, and
is mainly due to our continued efforts in the customer
portfolio diversification strategy, which saw an increase in
the small business and mass market segments in terms of
number of customers served;

o the increase of € 105,958 thousand in revenue from the
transport and metering of energy for the protected and
free markets, as a result of the tariff dynamics and the ef-
fect of the regulatory changes which enable a better es-
timate to be made ozdistributor’s right to be recognised
the cost components linked to the investments made in
a given financial year (repayment of the invested capital
and amortisation rates) simultaneously to the realisa-
tion of the investments and start-up of the amortisation
process. This has led to the inclusion of income for 2016
amounting to € 11,506 thousand.

CONSOLIDATED FINANCIAL STATEMENTS

REVENUE FROM GAS SALES

This item amounted to € 62,258 thousand, a decrease of
€ 17,036 thousand compared to 31 December 2015, main-
ly as a result of the lesser quantities sold by Acea Energia
8-/19.6 million cubic metres of gas to end users and whoF
salers).

REVENUE FROM ELECTRICITY INCENTIVES

These amounted to € 21,064 thousand, an increase of €
131 thousand compared to last year. The item includes the
recognition of revenue from green certificates: i) of Acea
Produzione (€ 16,519 thousand) accruing in relation to
energy produced at the Salisano and Orte plants and ii)
of Acea Ambiente (€ 4,545 thousand) from revenue for
green certificates deriving from a system of incentives for
renewable sources from the Terni and San Vittore del Lazio

WTE plants.
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REVENUE FROM THE INTEGRATED
WATER SERVICE

As already mentioned in the relevant paragraph, which
see for more details and more detailed explanations, this
item is almost exclusively produced by the Companies

managing the service in Lazio and, to a lesser extent, in
Campania.

These revenues amounted to a total of € 629,214 thou-
sand, an increase of € 46,622 thousand (+8.0%) com-
Bared to the previous year (€ 582,592 thousand).

etails of the breakdown by company are given below:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
ACEA Ato2 549,893 502,236 47,657 9.5%
ACEA Ato5 64,540 68,130 (3,590) (5.3%)
Crea Gestioni 4,461 3,811 651 17.1%
Gesesa 10,320 8,415 1,905 22.6%
Revenue from the Integrated Water Service 629,214 582,592 46,622 8.0%

The variation in ACEA Ato2 (+ € 47,657 thousand) is
mainly due to the increase in the VRG for 2016 ap-
proved in the meeting on 27 July 2016 compared to the
previous year (+ € 24,928 thousand), partially offset by
the lower adjustments to pass-through items (electric-
ity, concession fees), for g 1,239 thousand, in addition
to the recognition of the premium (€ 23,060 thou-
sand) due to ACEA Ato2 pursuant to art. 32, subsec-
tion a) of resolution 664/2015, calculated on the basis
of the performance levels achieved in the second half of
the year compared to the fixed standards and gross of
the indemnities due to the users. On 7 March 2017, the
verification of the STO concerning the achievement of
the indicators at the basis of the premium was conclud-
ed successfully. The increase in Eesesa (+ 1,095 thou-
sand) is mainly the result of the variation in the perim-
eter served.

REVENUE FROM OVERSEAS WATER SERVICES

These amounted to € 11,761 thousand, up by € 1,862 thou-
sand compared to the previous year (€ 9,898 thousand at
31 December 2015). The increase is mainly due to the vari-
ation in the area of consolidation following the complete
consolidation of Aguas De San Pedro (+ € 7,389 thousand)
and the Equity consolidation as of 1 July 2016 of Agua Azul
Bogota (- € 5,713 thousand). The revenue from the latter
unSer the same perimeter reduced by € 2,316 thousand
due to the compretion of the contracted works started in
previous years and due to the exchange rate.

REVENUE FROM BIOMASS TRANSFER
AND LANDFILL OPERATIONS

These amounted to € 44,727 thousand and increased by €7,206
thousand compared to the previous year (€ 37,522 thousand).
The breakdown by company is provided below:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
AR.IA. 39,928 23,719 16,210 68.3%
SAO 0 9,135 (9,135) (100.0%)
Aquaser 4,799 3,552 1,247 35.1%
Solemme 0 903 (903) (100.0%)
Innovation and sustainability 0 213 (213) (100.0%)
Revenue from biomass transfer

and landfill operations 44,727 37,522 7,206 19.2%

The trend in 2016 is mainly influenced by the merger by in-

corporation of Cao, Kyklos and Solemme into Acea Ambi-

ente (ex ARIA) and of ISA into Aquaser in particular, under

the same perimeter:

+ Acea Ambiente + € 6,172 thousand following the major con-
ferments of pulper to the WTE plants and the tariff ef‘JFect.

o Aquaser + € 1,034 thousand as a result of the increased
voc?umes of waste incoming to the landfill and the increase

in agriculture and composting tariffs.

REVENUE FROM SERVICES TO CUSTOMERS

These amounted to € 98,358 thousand (€ 95,257 thousand
at 31 December 2015), an increase of € 3,101 thousand.

This type of revenue comprises:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Public Lighting - Rome 68,549 61,103 7,446 12.2%
Public Lighting - Naples 3,637 5,639 (2,000 (35.5%)
Revenue from services requested

by third parties 11,899 15,980 (4,082) (25.5%)
Intercompany services 7,682 5,923 1,759 29.7%
Photovoltaic 210 279 (69) 24.7%)
GIP revenue 6,380 6,332 48 0.8%
Revenue from services to customers 98,358 95,257 3,101 3.3%
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The increase is mainly the result of: i) the agreement stip-
ulated on 17 June 2016 between the Parent Company and
Roma Capitale amending the service contract for manag-
ing the public lighting service, in the framework of which
the plan for the mass replacement of the lighting devices
with LED financed by Roma Capitale has been implement-
ed (+ € 7,446 thousand): ii) the increase in revenue from
services to companies in the Group (+ € 1,759 thousand).

Conversely, the following must be noted: i) the reduction in

revenue from contract work ordered by third parties of €
4,082 thousand, mainly carried out by ACEA Ato2, ii) de-
creased revenue for Public Lighting onm the municipality
of Naples (- € 2,001 thousam%, as the contract for manag-
ing the public lighting service in the Municipality of Naples
extended from July 5015 terminated on 31 October 2016.

The following table shows the breakdown of this item by
Operating Segment:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 176 267 (90) (33.8%)
Energy 1,085 478 607 126.9%
Water 12,146 15,788 (3,642) (23.1%)
Networks 10,876 1,263 (387) (3.4%)
Parent Company 74,074 67,461 6,613 9.8%
Revenue from services to customers 98,358 95,257 3,101 3.3%

CONNECTION FEES

They amounted to € 27,616 thousand, a decrease of €
4,871 thousand compared to the same period in the pre-
vious year, at 31 December 2015. They are broken down
as follows:

+ Energy Segment: €13,899 thousand (- € 5,385 thousand),
» Water Segment: € 3,053 thousand (- € 915 thousand),
* Networks Segment: € 10,664 thousand (+ € 1,429

thousand).

2. Other revenue and proceeds — € 123,772 thousand

This item increased by € 7,024 thousand (+6.0%) com-

pared to 31 December 2015, which closed with a total of €

116,748 thousand.

The change was mainly due to the following opposing effects:

() a € 2,862 thousand reduction in cancellation fees
accrued on energy efficiency bonds due to the lesser

quantities purchased during the year,
(i) a € 4,854 thousand reduction in repayments for dam-
ages and fines, mainly due to Acea Ambiente,
(i) reduced income from areti, as a result of the cancella-
tion of the recognition by the CSEA - Cassa per i servizi
energetici e amEientali of the 0.5% discount on the pay-
ment of the tariff components (- € 3,569 thousand),
non-recurring gains of € 9,326 thousand mainly as a
result of Acea Energia by effect of the ascertainment
of energy items originating in previous years,
increased revenues in Acea Liquidation and Litigation
(ex Elga Sud) of € 9,600 thousand linked to the ef-
fects of the contract signed in March 2006 for the
marketing of the digital meters. This sale was part of
a wider ranging trade agreement concerning several
companies in the Group.

(iv)

®)

A breakdown of said item is shown in the table below.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Contributions from Entities for EEC 15,591 18,453 (2,862) (15.5%)
Non-recurring gains 63,382 54,056 9,326 17.3%
Other revenues 19,135 13,823 5,312 38.4%
Reimbursement for damages,

penalties, compensation 5,268 9,852 (4,584) (46.5%)
Feed-in-tariff 4,764 4,281 484 1.3%
Government grant

(ex Prime Ministerial Decree of 23/04/04) 4,000 4,000 0 0.0%
Regional grants 2,258 2,112 145 6.9%
Income from end users 2,436 3,318 (882) 0.0%
Seconded staff 1,751 2,179 (428) 0.0%
Property income 1,684 1,934 (251 0.0%
IFRIC 12 margin 1,424 1,423 1 0.1%
Gains on asset disposals 0 95 (95) 0.0%
Recharged cost for company officers 971 1,029 (57) 0.0%
Service continuity bonuses 1,108 192 915 476.4%
Other revenue and proceeds 123,772 116,748 7,024 6.0%
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CONSOLIDATED OPERATING COSTS

As at 31 December 2016, these amounted to € 1,965,415
thousand (€ 2,213,865 thousand at 31 December 2015), a

decrease of € 248,450 thousand (-11,2%) compared to the
f;revious year.
he breakdown is as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Staff costs 199,206 211,157 (11,950) (5.7%)
Costs of materials and overheads 1,766,209 2,002,709 (236,499) (11.8%)
Consolidated operating costs 1,965,415 2,213,865 (248,450) (11.2%)
3. Staff costs — € 199,206 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Staff costs including capitalised costs 307,883 301,392 6,491 2.2%
Capitalised costs (108,676) (90,235) (18,442) 20.4%
Staff costs 199,206 211,157 (11,950) (5.7%)

The increase in staff costs, including capitalised costs,
amounted to € 6,491 thousand and is affected by the in-
creased staff costs in the Water (+ € 5,124 thousand), Net-
works (+ € 1,685 thousand) and Environment (+ € 1,237

thousand) Segments.

As regards the capitalised costs, these increased by €
18,442 thousand, determined mainly by the increase in
the capitalised costs in all of the business segments. This

increase is the result of the high level of commitment of
the staff of the Group towards the complex project for the
modification of the IT systems and corporate processes
(Acea2.0). The go live of the subsidiaries startecfin 2016,
and these will end in the spring of 2017.

The following tables show the average and effective number
of staff by Operating Segment compared with that for the

previous year.

Average number in the period

31.12.2016 31.12.2015 Variation Variation (%)

Environment 238 216 -22 (10.2%)

Energy 554 543 1 2.0%

Water 2,335 2,301 34 1.5%

Lazio-Campania 1,818 1,801 17 0.9%

Tuscany-Umbria 0 0 0 0.0%

Overseas 336 332 4 1.2%

Engineering and Services 181 168 13 7.7%

Networks 1,299 1,336 -37 (2.8%)

Parent Company 622 634 -12 (1.8%)

TOTAL 5,048 5,029 19 0.4%
Final consistency of the period

31.12.2016 31.12.2015 Variation Variation (%)

Environment 247 227 20 8.8%

Energy 561 549 12 2.2%

Water 2,296 2,251 45 2.0%

Lazio-Campania 1,796 1,812 -16 (0.9%)

Tuscany-Umbria 0 0 0 0.0%

Overseas 267 268 -2 0.0%

Engineering and Services 233 171 62 36.3%

Networks 1,291 1,315 -24 (1.8%)

Parent Company 573 636 -63 (9.9%)

TOTAL 4,968 4,978 -1 0.2%
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4. Cost of materials and overheads — € 1,766,209 thousand
This item reported an overall decrease of € 236,499

thousand (-11.8%) compared to 31 December 2015, which
closed with a total of € 2,002,709 thousand.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Electricity, gas and fuel 1,349,331 1,612,357 (263,025) (16.3%)
Materials 38,576 28,867 9,710 33.6%
Services 216,791 228,359 (11,568) (5.1%)
Concession fees 47,442 43,879 3,562 8.1%
Cost of leased assets 25,968 22,939 3,029 13.2%
Other operating costs 88,101 66,308 21,793 32.9%
Cost of materials and overheads 1,766,209 2,002,709 (236,499) (11.8%)
ELECTRICITY, GAS AND FUEL COSTS This item includes:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Purchase of electricity 863,316 1,081,745 (218,430) (20.2%)
Gas purchase 14,535 22,904 (8,368) (36.5%)
Transport of electricity and gas 456,352 488,306 (31,954) (6.5%)
White certificates 13,300 18,141 (4,841 (26.7%)
Green certificates and Co2 rights 1,829 1,261 568 45.0%
Electricity, gas and fuel costs 1,349,331 1,612,357 (263,025) (16.3%)

The change was mainly due to: i) lower costs relating to
the procurement of electricity for the protected and free
marEets along with the related transport costs (respec-
tively - € 218,430 thousand and - € 31,954 thousand
This reduction reflects the combined effect of lower ener-
Fy sales, due to the diversification of the customer portfo-
10 and the different quantity/price mix in the months and
time ranges; ii) the costs incurred for the procurement of
gas (- € 8,368 thousand); iii) a reduction in the cost of

white certificates purchased by areti to meet regulatory

energy efficiency re%uirements, as a result of lower quan-

tities purchased in 2016 (- € 4,578 thousand).

MATERIALS

The cost of materials amounted to € 38,576 thousand

and represents the cost of materials used during the

Eeriod net of capital expenditure, as shown in the table
elow.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Purchase of materials 64,927 47951 16,976 35.4%
Change in inventories (3,826) 2,275 (6,101 (268.1%)
Change in inventories 61,102 50,227 10,875 21.7%
Capitalised costs (22,525) (21,360) (1,165) 5.5%
Materials 38,576 28,867 9,710 33.6%

The cost of materials net of the inventories showed an in-
crease of € 10,875 thousand, which is substantially due to
the Networks Segment (+ € 8,828 thousand) and Water
Segment (+ € 2,389 thousand). The change in area of con-

solidation due to Agua de San Pedro amounted to € 350
thousand.

The costs for materials incurred by the operating segments
are detailed below.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 4,738 4,826 (88) (1.8%)
Energy 1,051 1,032 18 1.8%
Water 14,650 12,376 2,274 18.4%
Networks 17,207 9,459 7,749 81.9%
Parent Company 930 1174 (244) (20.8%)
Costs for Materials 38,576 28,867 9,710 33.6%
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SERVICES AND CONTRACT WORK

This item amounted to € 216,791 thousand, an overall re-

duction of € 11,568 thousand from € 228,359 thousand
at 31 December 2015. For an analysis of the breakdown,
please see the following table:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Transport of electricity and gas 43,718 49,252 (5,534) (11.2%)
Contract work 31,847 37,931 (6,085) (16.0%)
Disposal and transport of sludge, slag, ash and

waste 27,251 23,958 3,293 13.7%
Other services 31,366 29,083 2,283 7.9%
Payroll services 13,313 15,922 (2,609) (16.4%)
Insurance costs 10,728 12,076 (1,347 (11.2%)
Electricity, water and gas consumption 4,457 6,574 nn (32.2%)
Internal use of electricity 6,808 7,541 (733) (9.7%)
Intragroup and other services 5,903 7,486 (1,583) (21.2%)
Telephone and data transmission costs 5,886 5,588 298 5.3%
Postal expenses 4,088 7,682 (3,594) (46.8%)
Maintenance fees 12,751 7,486 5,264 70.3%
Cleaning, transport and porterage 3,406 4,044 (639) (15.8%)
Advertising and sponsorship costs 5,062 3,736 1,326 35.5%
Corporate bodies 2,448 3,050 (603) (19.8%)
Meter readings 1,837 1,880 43) (2.3%)
Bank charges 2,624 2,503 121 4.8%
Travel and accommodation expenses 1,343 1,271 73 5.7%
Seconded staff 1,767 1,070 697 65.2%
Printing costs 188 224 (36) (16.1%)
Costs for services 216,791 228,359 (11,568) (5.1%)

The change in the area of consolidation amounted to € 719
thousand, and the increase in this item under the same pe-

rimeter is € 12,287 thousand (+ 5.2%).

CONCESSION FEES
Concession fees totalled € 47,442 thousand (+ € 3,562 thou-

sand compared to 2015) and referred to companies that man-
age Area Authorities under concession in Lazio and Campania.
The following table shows a breakdown by Company, com-
pared to the previous year.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
ACEA Ato2 40,143 36,876 3,267 8.9%
ACEA Ato5 6,886 6,604 282 4.3%
Gesesa 361 348 14 4.0%
Crea Gestioni 52 52 0 0.0%
Concession fees 47,442 43,879 3,562 8.1%
See that described in the section entitled “Service conces- COST OF LEASED ASSETS

sion arrangements” for more details.

This item amounted to € 25,968 thousand, an increase of
€ 3,029 thousand compared to last year (€ 22,939 thou-
sand at 31 December 2015).

The following table illustrates the changes by operating
segment:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 817 667 150 22.6%
Energy 4,258 3,903 355 9.1%
Water 6,437 4,998 1,439 28.8%
Networks 3,709 3,592 16 3.2%
Parent Company 10,747 9,778 969 9.9%
Cost of leased assets 25,968 22,939 3,029 13.2%

This item includes leasing fees for € 10,814 thousand (€
10,844 thousand at 31 December 2015) and costs for oth-

er fees and rentals of € 15,154 thousand (€ 12,095 thou-
sand at 31 December 2015).
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OTHER OPERATING COSTS

These amounted to € 88,101 thousand at 31 December

2016, an increase of € 21,793 thousand. The following ta-
ble shows their breakdown by type:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Taxes and duties 12,686 11,541 1,145 9.9%
Compensation for damages and outlays for
legal disputes 5,797 3,747 2,050 54.7%
Contributions paid and membership fees 2,413 2,709 (296) (10.9%)
General expenses 5,806 6,926 (1,120) (16.2%)
Losses on asset disposals 0 1,322 (1,322) (100.0%)
Non recurring losses 61,399 40,063 21,336 53.3%
Other operating costs 88,101 66,308 21,793 32.9%
This increase mainly stems from the recognition of energy  management policies” in the 2016 Consolidated Financial
items From previous years partially hedged by the non-re-  Statements. Please note that the assessment of counter-

curring gains on these items.

5. Net income/(Costs) from commodity risk management -
€ 0 thousand

At 31 December 2016, the change in the fair value of the
financial contracts recognised in the consolidated income
statement was € O thousand.

The portfolio of Hedge Accounting financial instruments
represents the total component of the current portfolio.
For more details, see that described in the paragraph enti-
tled “Additional disclosures on financial instruments and risk

arty risk carried out in accordance with IFRS 13 does not
affect the effectiveness test carried out on the instruments
measured under Hedge Accounting rules.

6. Income/(Costs) from equity investments of
a non-financial nature — € 29,345 thousand
This item represents the consolidated result according to
the equity method that is included among the components
of the consolidated EBITDA of the companies that were
reviously consolidated using the proportional method. The
Ereakdown of this item is detailed beE)w:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
GROSS OPERATING PROFIT 146,463 143,875 2,588 1.8%
Amortisation, depreciation,

impairment charges and provisions (94,495) (89,865) (4,629) 5.2%
Financial items (7,257) (7,930) 673 (8.5%)
(Costs)/Income from equity investments (48) 81 (129) (158.9%)
Taxation (15,318) (17,660) 2,341 (13.3%)
Total 29,345 28,501 843 3.0%

The Gross Operating Profit of these companies increased
by € 2,588 thousand, mainly attributable to GORI (+ €
4,030 thousand) and Publiacqua (+ € 1,423 thousand),
while that of Acque decreased (- € 3.259 thousand).
The change in amortisation, depreciation, impairment charges
and provisions compared to 31 December 2015 is mainly due to:
« an increase in the amortisations recognised to gubliac-
qua of € 3,550 thousand and Acquedotto del Fiora of €
1,160 thousand as a result of the increased investments
made, partially offset by the decrease in amortisation of
Acque of € 1,617 thousand as a result of the modification
of the water service agreement, extending the conces-

sion from 2021 to 2026,

« anincrease in the impairment of receivables, especially as
regards Gori (+ € 2,822 thousand),

» a reduction in the impairment charges and provisions,
especially concerning Acquedotto del Fiora (- € 1,476
thousand), which ha§ maje provisions in 2015 to hedge
the risk of tender reserves, and Publiacqua (- € 2,665
thousand), partially offset by the increase in those of Ac-
que (+ € 2,133 thousand) concerning the IFRIC 12 re-
covery costs and GORI (+ € 1,026 thousand);

The details of the companies’ valuation are as follows.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Publiacqua 12,422 11,572 851 7.4%
Acque Group 6,963 7,767 (804) (10.4%)
Acquedotto del Fiora 3,214 2,385 829 34.7%
Umbra Acque (28) (28) (@ 1.6%
Gori 3,384 3,909 (525) (13.4%)
Nuove Acque and Intesa Aretina 540 384 155 40.4%
Agua Azul 1,053 1,095 42) (3.8%)
Ingegnerie Toscane 1,812 1,480 333 22.5%
Ecomed in liquidation (15) (62) 48 (76.5%)
Total 29,345 28,501 843 3.0%
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7. Amortisation, depreciation, impairment charges and the previous year.

provisions — € 370,403 thousand Their breakdown is as follows:
These increased by € 24,914 thousand compared to

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Amortisation and depreciation 254,247 233,990 20,258 8.7%
Provision for impairment of receivables 64,694 59,044 5,650 9.6%
Provision for liabilities and charges 51,462 52,455 (994) (1.9%)
Total 370,403 345,489 24914 7.2%

AMORTISATION AND DEPRECIATION

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Depreciation 125,215 122,451 2,765 2.3%
Amortization 134,221 100,186 34,035 34.0%
Impairment charges (5,189) 11,353 (16,542) (145.7%)
Depreciation/amortisation 254,247 233,990 20,258 8.7%

The increase of € 20,258 thousand in amortisation and de- |IMPAIRMENT CHARGES AND

preciation is broken down as follows: LOSSES ON RECEIVABLES
« increase of € 2,765 thousand in the depreciation of tan-
gible fixed assets; This item amounted to € 64,694 thousand, an increase of

« increase of € 34,035 thousand in the amortisation of in- € 5,650 thousand, mainly related to: (i) ACEA Ato5 (+ €
tangible assets mainly as a result of the increase in invest- 9,817 thousand) due to the completion in 2015 of the anal-
ments in all business areas and also taking into account, ysis of the 2012-2015 tariffs which defined the amount of
for the water segment, of the regulatory changes and tar-  tariff adjustments payable to the Company, (i) ACEA Ato2
iff updated concerning the invested capital; +€ 5,%10 thousandg, (i) the Parent Company (+ € 3,337

« decrease of € 16,542 in impairment charges as a result thousand) and Acea Liquidation and Litigation éx Elga Sud)
of the costs allocated last year, for adjustment of thereg-  (+ € 4,000 thousand). Contrarily, the impairment made by
ulatory dynamics and the tariff updates of the invested Acea Energia reduced (- € 15,259 thousand).
capitaron the basis of the choices made by the Opera-  The breakdown by operating segment is provided below:
tor. It must be noted that there was a € 1,428 thousand
write-down of the goodwill with indefinite useful life of
Ecogena as a result of the impairment test.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 335 465 (130) (27.9%)
Energy 46,012 57,064 (11,052) (19.4%)
Water 10,807 (4,506) 15,313 (339.8%)
Networks 2,753 4,571 (1,818) (39.8%)
Parent Company 4,787 1,450 3,337 230.1%
Impairment charges and losses on receivables 64,694 59,044 5,650 9.6%
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PROVISIONS

The provisions at 31 December 2016, excluding the releas-

es due to excesses, amounted to € 51,462 thousand and
are broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Legal 1,642 7,647 (6,005) (78.5%)
Tax 1,930 1,371 559 40.8%
Regulatory risks 7,907 8,678 a7 (8.9%)
Investees 336 2,575 (2,239) (87.0%)
Contributory risks 14 68 46 66.9%
Early retirements and redundancies 22,569 14,754 7,815 53.0%
Contracts and supplies 0 0 0
Insurance franchises 1,634 1,895 (261 (13.8%)
Post mortem 0 0 0
Concession fees 0 0 0
Other liabilities and charges 16,083 14,396 1,687 M.7%
Total 52,214 51,384 830 1.6%
IFRIC 12 recovery charges 1,16 8,171 2,945 36.0%
Total allocation 63,329 59,555 3,774 6.3%
Releases (11,868) (7,099) (4,768) 67.2%
Total 51,462 52,455 (994) (1.9%)
The breakdown of provisions by operating segment are shown in the following table:
€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 5 441 (436) (98.8%)
Energy 18,503 22,115 (3,613) (16.3%)
Water 21,176 20,056 1,121 5.6%
Networks 8,110 7,740 370 4.8%
Parent Company 3,667 2,103 1,565 74.4%
Provisions 51,462 52,455 (994) (1.9%)

The most signiﬁcant allocations made during the year were

those for the Followins provisions:
. ear|y retirement an

redundancies (€ 22,569 thousand),

representing the sums required to deal with the plan for
the reduction of staff through the adoption of early re-
tirement and voluntary redundancy programmes for the
staff of the Group;

regulatory risks (€ 7907 thousand), regarding in particu-
lar: i) Acea Energia for € 3,600 thousand concerning the
sanction imposed by ACGM for improper trade practices
and i) Acea Produzione for € 4,307 thousand, of which
€ 1,342 thousand concerning the additional capacity pay-
ment for 2011 to GDF Suez and the remainder concerning

8. Financial income — € 17,258 thousand

the additional fees due to Abruzzo Region on the basis of
Regional Law no. 38 of 22/10/2013 and the potential cost
of the excess charge of the Bacino Imbrifero Montano;

« tax provisions ofé 1,930 thousand concerning the Acea
Energia excises;

« legal provisions for € 1,642 thousand;

« the release of the provisions allocated in previous years
(totalling € 11,868 thousand) regarding risks of a contrib-
utory and legal nature, mainly as a result of the favourable
outcome of a litigation started against several companies
in the Group.

Further information is provided in note 27 and in the sec-

tion entitled "Update on major disputes and litigation”.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Interest on loans and receivables 4,014 3,757 256 6.8%
Bank interest income 388 1,334 (947) (71.0%)
Interest on trade receivables 9,737 12,933 (3,196) 24.7%)
Interest on other receivables 634 697 (63) (9.1%)
Financial income from actualisation 863 971 (108) M1.2%)
Financial income from measurement

of fair value hedges 298 247) 544 (220.8%)
Other income 1,325 715 610 85.3%
Financial income 17,258 20,163 (2,904) (14.4%)
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The financial income, amounting to € 17,258 thousand, showed
adecrease of € 2,904 thousangcompared to the previous year.
The change is mainly due to the recognition of lesser financial

9. Financial costs - € 128,822 thousand

income from the customers of Acea Energia - € 5,121 thou-
sand) and the decrease in the banking interest receivable by the
Parent Company as a result of the reduction in cash on hand.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Costs (Income) on Interest Rate Swaps 1,342 2,679 (1,337) (49.9%)
Interest on bonds 97,964 66,577 31,387 471%
Interest on medium/long-term borrowings 18,089 24,237 (6,148) (25.4%)
Interest on short-term borrowings 551 1,474 (923) (62.6%)
Default interest and interest

on deferred payments 1,435 3,087 (1,652) (53.5%)
Interest cost net of actuarial gains and losses 2,038 1,897 141 7.4%
Commissions on receivables sold 6,153 10,126 (3,973) (39.2%)
Interest on payments by instalment 276 380 (103) (27.2%)
Other financial charges 429 247 182 73.6%
Interest payable to end users 436 648 (212) (32.7%)
Foreign exchange gains (losses) 109 107 216 (202.2%)
Financial expenses 128,822 11,246 17,576 15.8%

The financial costs, amounting to € 128,822 thousand, in-

creased by € 17,576 thousand compared to 31 December 2015.

The average overall “all in” cost of the ACEA Group’s debt

was 2.94% at 31 December 2016, compared to 3.29% in

the previous year.

With regard to financial costs related to borrowings, the

following changes should be noted:

« recognition of the surcharge paid for the partial buy back
of two portions of bond from the market (€ 31,382
thousand);

» net financial costs on interest rate swaps on bonds decreased

by € 1,337 thousand compared to 31 December 2015;

« interest on medium and long-term borrowings decreased
by € 6,148 thousand compared to 31 Decemgl)er 2015, as
a result of the reduction in the interest rate;

« default interest and interest on deferred payments de-
creased by € 1,652 thousand compared to 31 December
2015 due to Acea Energia;

+ commissions on receivables sold reduced by € 3,973
thousand compared to 31 December 2015 as a result of
the reduction in the rate applied; also, less receivables were
sold during the course of the year compared to 2015;

» the balance of foreign exchange gains and losses increased

by € 216 thousand compared to 31 December 2015.

10. Income and costs from Equity Investments — € 1,707 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Income from investments in associates 3,173 3,034 139 4.6%
(Costs) from investments in associates (1,466) (2,024) 558 (27.6%)
(Costs) and Income from investments 1,707 1,010 696 68.9%

The costs from equity investments refer to the consolida-
tion under the equity method of some of the companies in
the Group, mairﬁy eal (+ € 569 thousand), Sogea (- €
378 thousand), Sienergia (- € 191 thousand) and Amea (-
€ 460 thousand). In addition, € 2,521 thousand has been
recognised as the surplus from the acquisition of equity
investments in Agua gan Pedro, involving the acquisition
of exclusive control and thus its complete consolidation. It
must also be noted that as of 1 July 2016, Aguazul Bogota
changed from complete consolidation to equity consolida-
tion; this operations has had a negative effect on this item

for € 377 thousand.

11. Income Tax — € 143,548 thousand

Tax expenses for the year were € 143,548 thousand com-

lla_ared to € 114,847 thousand in the previous year.
he breakdown is essentially as follows:

o Current taxes: € 127,368 thousand (€ 105,101 thousand
at 31 December 2015)

» Net deferred/(prepaid) taxes: € 16,180 thousand
(€ 9,746 thousand at 31 December 2015).

It must be noted that 2015 was affected by the adjust-
ment of deferred taxes as a result of the reduction provided
for the 2016 ltalian Stability Law in the IRES rate (from
27.5% to 24%.) as of 2017: the impact of this adjustment
amounted to approximately € 19,871 thousand. The overall
increase for the period, amounting to € 28,701 thousand,
thus essentially crerives from the increased pre-tax profit.
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The table below shows the breakdown of taxes for the pe-
riod and the correlated percentage weight calculated on
consolidated pre-tax profit.

€ thousand 2016 % 2015 %
Pre-tax result of operating assets and

discontinued assets 416,087 296,392

Theoretical tax charge calculated

at 27.5% of the pre-tax profit 114,424 27.5% 81,508 27.5%
Net deferred taxes 8,307 2.0% 3,032 1.0%
Permanent differences (15,181) (3.6%) 610 0.2%
IRES (Corporate Income Tax) for the period 107,549 25.8% 85,149 28.7%
Tax Assets 7,873 1.9% 6,710 2.3%
IRAP (Regional Income Tax) 28,125 6.8% 22,988 7.8%
Total taxes 143,548 34.5% 14,847 38.7%

The tax rate for the period was 34.5% (38.7% in 2015).

12. Earnings per share

Earnings per share are calculated by dividing profit for
the year attributable to ACEA by the weighted average
number of ACEA shares outstanding during the year,
excluding treasury shares. The weighted average num-
ber of shares outstanding is 212,547,907 at 31 %ecem-
ber 2016. Earnings per s%ware are calculated by dividin
profit for the year attributable to ACEA by the weighteg
average number of ACEA shares outstancﬁng during the

year, excluding treasury shares and including the number
of shares that could potentially be put into circulation.
At 31 December 2016, there were no shares that could
potentially be put into circulation and, accordingly, the
weighted average number of shares for the calculation
of basic earnings per share coincides with the wei%hted
average number of shares for the calculation of diluted
earnings per share.

Earnings per share, determined in accordance with IAS
33, are shown below:

€ thousand 31.12.2016 31.12.2015 Variation
Net profit attributable to the Group (€/000) 262,347 174,992 87,355
Net profit attributable to ordinary equity holders of the Group (€/000) (A) 262,347 174,992 87,355
Weighted average number of ordinary shares for calculating the

earnings per share

- basic (B) 212,964,900 212,964,900 0
- basic (C) 212,964,900 212,964,900 0
Earnings per share (in €)

basic (A/B) 1.2319 0.8217 0.4102
diluted (A/C) 1.2319 0.8217 0.4102
€ thousand 31.12.2016 31.12.2015 Variation
Net profit attributable to the Group (€/000) 262,347 174,992 87,355
Net profit attributable to ordinary equity holders of the Group (€/000) (A) 262,347 174,992 87,355
Weighted average number of ordinary shares for calculating the

earnings per share

- basic (B) 212,547,907 212,547,907 0
- basic (C) 212,547,907 212,547,907 0
Earnings per share (in €)

basic (A/B) 1.2343 0.8233 0.4110
diluted (A/C) 1.2343 0.8233 0.4110
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NOTES TO THE CONSOLIDATED
STATEMENT OF FINANCIAL POSITION

ASSETS

At 31 December 2016, these amounted to € 6,904,713
thousand (€ 6,706,972 thousand at 31 December 2015),

recording an increase of € 197,741 thousand or +3.0% com-
pared to the previous year and are broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Non-current assets 4,771,235 4,466,446 304,790 6.8%
Current assets 2,132,981 2,240,030 (107,049) (4.8%)
Non-current assets held for sale 497 497 0 0.0%
Total assets 6,904,713 6,706,972 197,741 3.0%

13. Tangible assets - € 2,210,338 thousand

The net book value of the infrastructures used for the dis-
tribution of electricity (€ 1,556,136 thousand) accounted
for 70% of the tangible assets.

The remaining 30% refers to:

« systems belonging to companies in the Environment Seg-

ment for € 251,546 thousand,

« infrastructures in the Energy Segment for € 207963 thousand,
« infrastructures of the Parent Company for € 96,520 thousand,
« infrastructures in the Water Segment for € 98,173 thousand.

The Following table shows the breakdown and changes in

tangible assets in 2016.

Land and Plant and Industrial Other  Fixed assetsin  Assets to be Total tangible
€ thousand buildings  machinery  equipment assets progress  relinquished assets
Historic cost 31.12.2015 490,999 2,505,146 685,869 111,025 56,704 5,031 3,854,744
Assets Held for Sale - - - - - - -
Investments / Acquisitions 6,836 112,077 58,336 8,744 34135 - 220,129
Divestments (26) (2,649) (696) (2,142) 44) - (5,558)
Change in the basis of consolidation 2,394 64,392 (354) 9,182 (23,388) - 52,226
Other Changes (8,047) (5,996) (1,079) 7,691 (6,303) 728 (13,005)
Historic cost 31.12.2016 492,157 2,672,970 742,076 134,500 61,105 5,759 4,108,567
31.12.2015 (123,571) (1,364,136)  (198,705) (78,092) (2,946) (1,767,450)
Assets Held for Sale - - - - - -
Depreciation / Amortisation (13,005) (78,556) (20,189)  (6,986) 421 (119,156)
Divestments - 1,349 715 1,750 - 3,814
Change in the basis of consolidation 85 (15,203) an (4,817) - (19,945)
Other Changes 9,380 (2,919) 2 (1,955) - 4,509
Accumulated depreciation
31.12.2016 (127,111) (1,459,464)  (218,188) (90,100) (3,367) (1,898,229)
Net value 31.12.2016 365,047 1,213,506 523,889 44,400 61,105 2,392 2,210,338

Capital expenditures increased compared to the previ-

ous year (€ 181,634 thousand at 31 December 2015) and

amounted to € 220,129 thousand. Capital expenditures
are primarily those carried out by:

o Areti for € 140,335 thousand for construction works,
maintenance of HV lines, installation of primary and
secondary stations, renewal, enhancement and mainte-
nance of MV and LV lies and investments in technologi-
cal platforms, also regarding the Acea2.0 Project;

o Acea Ambiente for é 32,584 thousand for investments
in: (i) the completion and entry into operation of Line
| of the San Vittore del Lazio plant; (i) the works for
the plant improvements which mainly concerned the
furnace heater complex, the dehydration plan and the
fumes dispersal system in the Terni plant; (iii) the works
carried out for compacting the ground at the disposal
plant and the installation in the ground of drainage pipes

for biogas; (iv) the works for the improvement and en-
hancement of the waste disposal plant in Orvieto;

o Acea Produzione for € 27,541 thousand referring to
plant revamping works at the Tor di Valle hydroelectric
station in Castel Madama and the re-qualification of the
San Cosimato dam, the extension of the remote heatin
network in the Mezzocammino district of Rome and the
repowering of the Tor di Valle station;

* Acea for € 4,770 thousand for extraordinary plant
maintenance, the remote controlling devices for the
public lighting network in the Municipality of Rome and
inve_stments concerning the hardware for the Acea2.0
project.

The other changes refer to reclassifications following the

entry into operation of fixed assets under construction and
to disposals/divestitures and write-down of assets.
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14. Investment property — € 2,606 thousand

Investment property primarily includes land and buildings
not used in operations and held for rental. The decrease
compared to tEe end of |astJ/ear, amountin& top € 91 thou-
sand, is mainly due to the disposals carried out during the

year (€ 32 thousand) and depreciations.

15. Goodwill - € 149,825 thousand

At 31 December 2016, goodwill amounted to € 149,825 thousand
(€ 155,381 thousand at 31 December 2015). The change com-
pared to the previous year is due to the depreciation of the goodwill
of Ecogena, equal to the residual goodwill in December 2015 (€
1,428 thousand). The other changes refer to the reclassification
due to the definitive allocation of the goodwill referring to Kyklos.
The following table shows the single CGU per Operating
Segment:

Depreciation/

31.12.15 Acquisitions Impairment Other changes 31.12.16
Energy Segment 140,010 - (1,428) 1 138,593
Renewable energy plants 93,046 - (1,428) - 91,618
Electricity Sales 46,964 - - 1 46,975
Environment Segment 15,371 - - (4,139) 11,232
Composting Plants 7,627 - - (4139 3,488
Waste to Energy Plants 7,744 - - 0 7,744
Goodwill 155,381 0 (1,428) (4,128) 149,825

It must be noted that:
« for the Energy Segment:

- the “Renewable energy plants” CGU is formed by
Acea Produzione and Ecogena;

- the “Electricity Sales” CGU refers to Acea Energia.

e for the Environment Segment':

- the “Waste to Energy” CGU is formd by the plants in
San Vittore, Paliano and Terni (ex ARIA) and disposal
plant in Orvieto (ex SAQ);

« the “Composting plants” CGU refers to the plants in
Monterotondo and Sabaudia (ex Solemme) and that in
Aprilia (ex Kyklos).

In compliance with IAS 36, said balance sheet item, given
that it is an intangible asset with an indefinite useful life,
is not subject to amortisation, but subject to an analysis
of congruity on an annual basis or more frequently where
events occur or there is a change of circumstances that may
lead to impairments.

Goodwill emer, ing at the date of acquisition is allocated to
each of the casﬁ-generating units expected to benefit from
the synergies deriving from the acquisition. Impairment
charges are identified via tests that assess the capacity of
each unit to generate cash sufficient to recover the portion
of goodwill aﬁocated to it.

The test to verify the value of goodwill is performed by cal-
culating the diﬂ?;rence between the recoverable amount,
which is the higher of the value in use and the fair value less
costs to sell, and the carrying amount of each Cash Gener-
ating Unit to which oodwillé’has been allocated.

The value in use is the current value of expected financial
flows which can be assumed will derive from the continuing

use of the assets included in the CGU. The fair value less
costs to sell represents the amount obtainable from the sale
of an asset in an arm’s length transaction between knowl-
edgeable, willing parties.
The 2016 impairment process provides an estimate of an
interval concerning the recoverable value of the single Cash
Generating Units (CGU) in terms of “value in use” on a con-
tinuous basis compared to the previous year, in other words
through the actualisation of the cash flows of operating
profits discounted at a post-tax actualisation rate expressing
the average weighted cost of the capital.
The recoverable amount of the CGUs - expressed in terms
of value in use — was estimated using a combination of the
financial method and sensitivity analyses.
The application of the financial method to calculate the re-
coveraEle amount of the CGUs and the subsequent com-
parison with the relevant carrying amounts thus involved
estimating the post-tax wacc, the amount of operating cash
flows and the terminal value (TV) and, in particular, the
growth rate used in the cash flow projections beyond the
lla_lan horizon.

he operating cash flows and the terminal value were de-
termined on the basis of the updated estimates and fore-
casts set out in the 2016-2020 Industrial Plan approved by
the Board of Directors.

The table below shows some of the CGUs that were allo-
cated a significant goodwill value compared to the overall
goodwill recognised in the financial statements, specifying
the discount rates used and cash flows time horizon for
each type of recoverable value considered.

Operating Segment/CGU Amount € millions Recoverable value WACC Terminal value Cash flow period
Energy Segment:

Renewable energy plants 91.6 value in use 5.6% in two stages until 2021
Electricity sales 46.9 value in use 7.8% Perpetuity without growth until 2021
Environment Segment:

Waste to energy plants 77 value in use 5.5% in two stages until 2021
Composting plants 35 value in use 5.5% in two stages until 2021

' SAQ, Solemme and Kyklos were incorporated into Acea Ambiente (formerly ARIA) at 31 December 2016

CONSOLIDATED FINANCIAL STATEMENTS
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The Terminal Value was determined as follows :

» for the “Renewable energy plants” CGU: in two stages.
The first stage is a normalized flow for the period 2021-
2035 while the second stage comprises the residual value
corresponding to the net invested capital as at 2035,

» for the Environment Segment: two stages. The first stage
concerns the 2021—20%8 period and the second stage
comprises the residual value corresponding to the net

working capital until 2038.
INTANGIBLE ASSETS

Other intangible

Note also that a sensitivity analysis was conducted on the
WACC. It should be noted that an increase of 0.5% in the
discount rate results in a deficit in the “Renewable energy

plants” CGU.

Following the impairment test, the values in the finan-
cial statements were confirmed, except for that specified
above concerning the goodwill of Ecogena, since they are
recoverable.

Fixed assets in Total Intangible

€ thousand Patent rights assets progress Concessions assets
31.12.2015 43,076 20,591 41,028 1,520,304 1,625,000
Investments/ Acquisitions (39,029) ai7n - (93,835) (134,041)
Investments/ Acquisitions 76,887 2,104 14,709 216,878 310,578
Divestments (CX)] (1,384) (351 - 1,832)
Change in basis of consolidation 7,254 1,160 (7,453) 12,814 13,775
Other changes 46,570 (469) (45,340) 6,566 7,327
Historical cost 31.12.2016 134,660 20,826 2,593 1,662,727 1,820,807

These amounted to € 1,820,807 thousand, an increase
of € 195,807 thousand compared to 31 December 2015,
resulting from the net balance of investments, amountin
to € 310,578 thousand, amortisations, amounting to - é
134,041 thousand and other changes for € 7,327 thousand.
The change in basis of consolidation of € 13,775 thousand
mainly concerns the complete consolidation of Aguas de
San Pyeclro during the previous year, which was previously
consolidated under the Equity method.

16. Concessions and Rights on Infrastructure -

€ 1,662,727 thousand

This item mainly refers to water services and basically includes:

« the values of concessions received from the municipali-
ties (€ 150,036 thousand),

« the aggregate amount of tangible infrastructures used for
the management of the water service (€ 1,512,691 thou-
sand), in compliance with IFRIC 12.

Concessions refer for € 136,141 thousand to the thirty-year

concession from Roma Capitale on the assets consisting of wa-

ter and sewage treatment facilities and the right arising from
taking over the management of the integrated water service
in the Municipality of Formello. Rights are systematically am-
ortised on the basis, respectively, of the remaining term of the
concession signed between ACEA and Roma Capitale and the
remaining term of the Management Agreement siﬁned by the

Mayors in AATO2. It should%e noted that during the year, fol-

lowing the complete consolidation of Aguas de San Pedro, this

item also includes the thirty-year concession for the manage-
ment of the integrated water service in the city of San Pedro

Sula in Honduras, for a total amount of € 12,814 thousand.

Investments for the year relating to infrastructure rights amount-

ed to € 216,878 thousand and were mainly attributable to:

« ACEA Ato2 for € 191,279 for extraordinary mainte-
nance, the refurbishment, modernisation, expansion and
reclaiming of the water, sewage and sewage treatment
facilities in the network;

« ACEA Ato5 for € 25,599 thousand for the replace-
ment, maintenance and expansion of the water and sew-
age pipes and the sewage treatment facilities.

The item Other changes mainly includes the reclassifica-
tions for the entry into operation of assets and the value of
assets originating from the acquisition of the business unit
of 2iRete Gas S.p.A. regarding the management of the wa-
ter service in the Municipalities of Collefgerro and Valmon-

tone (€ 1,794 thousand).
17. Other intangible assets — € 158,080 thousand

The increase over the previous year, amounting to €
53,384 thousand, arises from investments incurred in
the period (€ 93,700 thousand), net of amortization (€
14,562 thousand) and reclassifications following the entry
into operation of the assets.

Capital expenditures carried out in 2016 totalled € 93,700

thousand and are mainly attributable to:

o Areti for € 56,224 thousand primarily for the costs in-
curred for the re-engineering of information and com-
mercial distribution systems, t%‘ne development of software
related to Acea2.0, the Workforce Management project
and the harmonisation of the metering support systems;

+ Acea Energia for € 25,994 thousans for the implemen-
tation of the Acea2.0 project, the CRM systems and the
enhancement of the billing software;

+ the Parent Company for € 8,412 thousand for the ac-
quisition and implementation of support software for the
administrative management, personnel management and
corporate security systems.

The item “disposals and other changes” includes the amount
of the green certificates of Acea Produzione and Acea Am-
biente totalling € 16,104 thousand. The reduction compared
to the end of last year (- € 2,929 thousand) is a result of the
net effect between the decrease in Acea Ambiente (- € 6,124
thousand) concerning the receipt of receivables accrued and
the increase of € 3,195 thousand in Acea Produzione.

18. Investments in unconsolidated subsidiaries and associates —
€ 260,877 thousand

The composition of ACEA Groups investment portfolio is

shown in the Following table.

Change in basis Other
€ thousand 31.12.2015  Impacton IS Impact on SE  of consolidation Changes 31.12.2016
Investments in subsidiaries and associates 247,490 28,320 792 (6,476) (9,248) 260,877
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The changes that occurred during the year refer to:

» valuations of companies consolidated using the equity
method, whose impact on the income statement totalled
€ 28,320 thousand; these valuations are booked in the
income statement mainly under "Income/costs from eq-
uity investments of a non-financial nature” (€ 29,345
thousand) and under "Income/costs from equity invest-
ments" (- € 815 thousand);

« the impact of valuations of companies consolidated us-
ing the ec%uity method in the shareholders’ equity (€ 792

bt

thousand

« dividends distributed by the companies for € 9,248 thousand.
The remainder of the balance comprises the changes in ba-
sis of consolidation for € 6,476 thousand due to the com-
plete consolidation of Aguas de San Pedro, consolidated
under equity in 2015, and the consolidation under the eg-
uity method of Agua Azul Bogota, which will be complete?y
consolidated next year.

Economic/financial and consolidated balance sheet data is
rrovided for the principal investments in subsidiaries calcu-
ated using the equity method.

31.12.2016 Non-current Non-current Current Net profit/

€ thousand assets Current assets liabilities liabilities Revenue (loss) NMP
AZUL 6,198 1,625 173) (185) 3,184 1,053 1,280
INTESA ARETINA 9,099 700 - (741) 266 (434) 150
NUOVE ACQUE 19,305 5,367 (12,700) (2,810) 9,263 973 (6,959)
ECOMED 3 376 4 (385) - (15) 165
FIORA 101,950 26,059 (79,975) (20,864) 40,954 3,214 (52,662)
GORI 83,453 164,986 (65,826) (141,433) 74,577 3,384 (523)
Ingegnerie Toscane 3,364 11,655 (459) (8,847) 10,896 1,812 (2,092)
ACQUE INDUSTRIALI 1,461 3,547 (650) (3,318) 3,875 5 (524)
ACQUE SERVIZI 985 11,902 (1,030) (8,450) 10,164 375 (1,141
ACQUE 181,564 46,634 (132,967) (50,905) 67,770 6,583 (92,080)
PUBLIACQUA 185,424 56,916 (106,733) (44,451) 97,811 12,422 (52,399)
UMBRA 55,305 14,559 (30,679) (29,245) 27,560 (28) (13,154)
31.12.2015 Non-current Non-current Current Net profit/

€ thousand assets Current assets liabilities liabilities Revenue* (loss) NMP
AZUL 6,375 1,243 (312) (302) 3,229 1,095 850
INTESA ARETINA 8,096 598 - 471 266 345 316
NUOVE ACQUE 20,123 5,059 (13,913) (2,869) 4191 730 (8,205)
ECOMED 3 314 - (374) - (62) 103
FIORA 99,781 21,687 (80,523) (17,132) 39,802 2,385 (51,918)
GORI 73,076 162,167 (64,421 (133,092) 75,665 3,909 1,677
Ingegnerie Toscane 3,205 8,219 (464) (6,151 9,407 1,480 (1,666)
ACQUE INDUSTRIALI 1,496 3,049 77 2,772) 4,541 @27 (439)
ACQUE SERVIZI 868 10,075 (1,050) (6,848) 10,889 304 (798)
ACQUE 176,923 45,667 (143,688) (41,946) 68,518 7,489 (95,167)
PUBLIACQUA 183,210 58,287 (76,804) (73,242) 96,031 11,572 (36,453)
UMBRA 51,626 13,436 (30,265) (25,150) 28,248 (28) (12,382)

19. Other investments — € 2,579 thousand
This item, amounting to € 2,579 thousand (€ 2,750 thou-
sand at the end of the previous year), consists of equity
interests that do not qualify as subsidiaries, associates or
oint ventures.

he change compared to the previous year amounts to €
170 thousand and refers mainr;/ to adjustments of the ex-
change rate of investments in foreign currency.

20. Deferred tax assets — € 262,241 thousand

The deferred tax assets amounted to € 174,084 thousand
net of the deferred tax provisions at 31 December 2016
(€ 187,518 thousand at 31 December 2015).

The changes in deferred tax assets are essentially cor-
related: (i% for € 27,756 thousand (€ 35,630 thousand
at 31 December 2015 ) to the temporary differences be-
tween the carrying amounts recognised in the financial
statements of subsidiaries, following transfers of business
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units, and the corresponding amounts recognised in the
consolidated financial statements, (ii) for € 19,565 thou-
sand to risk provisions of taxation significance (€ 24,810
thousand at 31 December 2015), (i) for € 52,445
thousand to provisions for doubtful receivables (€ 51,441
thousand at 31 December 2015) , (iv) for € 12,778 thou-
sand to defined benefit and defined contribution plans (€
13,188 thousand at 31 December 2015), (v) for € 8,430
thousand to fair value depreciations of commodities and
other financial instruments (€ 10,292 thousand at 31
December 2015).

The deferred tax assets provision specifically includes the
deferred tax assets concerning the difference between
the economic-technical amortisation rates applied to am-
ortised assets and tax rates. This item comprises the proﬁt

for the period of € 5,401 thousand and allocations of - €
9.704 thousand.
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The following table details the changes in this item:

2015 Changes in 2016

. Cha.nge Adjustments/ Changes in

in basis of  Reclassifications shareholders’ Rate IRES/IRAP
€ thousand Balance consolidation equity  Utilisations adjustment provisions
Deferred tax assets
Tax losses 677 0 0 0 0 0 677
Remuneration
of BoD members 691 0 0 0 27) 5 669
Provision for liabilities
and charges 24,810 0 2 0 (18,692) 13,445 19,565
Impairments of receivables
and investments 51,441 0 (397) 0 (3,317) 4,718 52,445
Depreciation/amortisation 117,322 0 (596) 0 (8,696) 9,611 117,640
Defined benefit and
defined contribution plans 13,188 0 0 767 (1,408) 231 12,778
Tax assets on consolidation
adjustments 35,630 0 0 0 (7,873) 0 27,756
Fair value commodities and
other financial instruments 10,292 0 0 1,861 0 0 8,430
Others 20,529 1,357 64) 334 (1,632) 1,758 22,282
Total 274,577 1,357 (1,056) (761) (41,645) 29,769 262,241
Deferred taxes
Depreciation/amortisation 71,473 0 (8 0 (3,275) 6,784 74,973
Defined benefit and
defined contribution plans 74) 0 0 (1,302) (218) 72 (1,522)
Fair value commodities and
other financial instruments 5,130 0 0 0 0 17 5,248
Others 10,530 0 51 (1,946) 1,907) 2,730 9,459
Total 87,059 0 43 (3,247) (5,401) 9,704 88,158
Net 187,518 488 (229) 2,486 (36,244) 20,065 174,084

The Group recognises deferred tax assets based on earnings
forecasts in the Group’s business plans, which confirm the
probability that sufficient future taxable profit will be avail-
able against which all of the deferred tax assets recognised
in the financial statements can be recovered.

21. Non-current financial assets — € 27,745 thousand
These amounted to € 27,745 thousand (€ 31,464 thousand at
31 December 2015), recording a decrease of € 3,719 thousand.

This item mainly includes receivables due from Roma Cap—

itale for € 25,638 thousand, relating to new investments
for the Public Lighting service, such as plant upgrading,
energy savings, legislative adjustments and technological
innovation, which will be paid to ACEA, for an amount
equal to tax depreciation, after 2015, in compliance with
the terms of the Supplementary Agreement to the service

contract signed on 15 March 2011.

22. Other non-current assets — € 34,216 thousand
At 31 December 2016, these were broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Receivables from the State 13 1,138 (1,025) (90.0%)
Receivables for advance and deposits 1,507 1,477 30 2.0%
Other receivables 32,283 36,698 (4,415) (12.0%)
Accrued income and prepayments 313 450 (137) (30.4%)
Other non-current assets 34,216 39,764 (5,547) (14.0%)

Other receivables totalled € 32,283 thousand (they were
€ 36,698 thousand at 31 December 2015) and refer to
long-term receivables generated by the public lighting ser-
vice agreement in the city of Rome, which represent the
total investments made at 31 December 2010 for this ser-

vice, now due following adoption of the financial method
according to IFRIC 12 as a result of the additional agree-
ments between ACEA and Roma Capitale on the service
agreement in question.
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23. Current assets — € 2,132,981 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Inventories 31,726 26,623 5,103 19.2%
Trade receivables:

Receivables from customers 1,023,560 1,005,113 18,446 1.8%
Receivables due from the Parent Company 45,611 63,679 (18,067) (28.4%)
Receivables from subsidiaries and associates 28,271 29,882 1,611 (5.4%)
TOTAL TRADE RECEIVABLES 1,097,441 1,098,674 (1,232) (0.1%)
Other current receivables and assets 132,508 130,675 1,833 1.4%
Current financial assets 131,275 94,228 37,047 39.3%
Tax assets 74,497 75177 (680) (0.9%)
Cash and cash equivalents 665,533 814,653 (149,120) (18.3%)
Current assets 2,132,981 2,240,030 (107,049) (4.8%)

INVENTORIES
These amounted to € 31,726 thousand (€ 26,623 thou-

sand at 31 December 2015); the breakdown by operating

segment is as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 4,980 3,708 1,272 34.3%
Energy 1,790 1,632 158 9.7%
Water 7,433 7,069 364 5.2%
Networks 17,252 13,944 3,309 23.7%
Parent Company 270 270 0 0.0%
Total 31,726 26,623 5,103 19.2%

The increase is essentially attributable to areti (+ € 3,309
thousand) for the Networks Segment and Acea Ambiente
(+ €1,272 thousand) for the Environment Segment.

TRADE RECEIVABLES

These amounted to e 1,097,441 thousand, recording a de-

crease of € 1,232 thousand compared to the previous year,

when the figure was € 1,098,674 thousand.

RECEIVABLES FROM CUSTOMERS

This item amounted to € 1,023,560 thousand, an increase
of €18,446 thousand compared to 31 December 2015.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Receivables due from end users for bills issued 397,726 428,469 (30,743) (7.2%)
Receivables due from end users for bills to be issued 489,774 40218 87,656 21.8%
Total receivables due from end users 887,500 830,587 56,913 6.9%
Receivables from other customers 135,995 153,451 (17,456) (1.4%)
Other current receivables and assets 64 21,075 (21,010) (99.7%)
Total receivables 1,023,560 1,005,113 18,446 1.8%
The table below summarises the changes by operating segment:
€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 38,244 29,742 8,501 28.6%
Energy 389,092 505,292 (116,200) (23.0%)
Water 480,873 411,736 69,138 16.8%
Networks 110,031 29,690 80,341 270.6%
Parent Company 5,320 28,653 (23,333) (81.4%)
Total 1,023,560 1,005,113 18,446 1.8%

Receivables are stated net of the Provision for Impairment
of Receivables which at 31 December 2016 amounted to -
€ 344,445 thousand, an increase over the previous year
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of € 24,250 thousand. The table below shows the trends
in receivables gross and net of the provision for the impair-
ment of receivables.
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€ million 31.12.2016 31.12.2015 Variation
Gross Impairment Net Gross Impairment Net Gross Impairment Net
Receivables rovision Receivables Receivables rovision Receivables Receivables rovision Receivables

(a) (b) () (d) (a)-(c) (b)-(d)

Environment 41,372 (3,128) 38,244 32,567 (2,824) 29,742 8,805 (304) 8,501
Energy 646,225 (257,133) 389,092 744186  (238,894) 505,292 (97,961) (18,239) (116,200)
Water 547,449 (66,576) 480,873 467,748 (56,013) 411,736 79,701 (10,563) 69,138
Networks 122,156 (12,126) 110,031 46,835 (17,145) 29,690 75,321 5,020 80,341
Corporate 10,803 (5,482) 5,320 33,971 (5,318) 28,653 (23,169) (165) (23,333)
Total 1,368,005 (344,445) 1,023,560 1,325,308 (320,195) 1,005,113 42,697 (24,250) 18,446

Environment segment receivables

These amounted to € 38,244 thousand overall, an increase
of € 8,501 thousand compared to 31 December 2015. The
increase is due for € 5,759 thousand to Acea Ambiente
and for € 2,742 thousand to Aquaser.

Energy segment receivables
These amounted to € 389,092 thousand and are primari-

ly generated by the sale of electricity to customers on the

protected and free markets and by gas sales. The decrease
compared to 2015 amounts to - €,Y1 6,200 thousand.

The provision for impairment of receivables at 31 December
2016 amounted to € 257,133 thousand, with an increase net of
uses of € 18,239 thousand compared to 31 December 2015.

Water segment receivables
These totalled € 480,873 thousand and were composed

as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Italian Water Services 471,903 409,758 62,145 15.2%

Lazio-Campania 471,837 409,486 62,350 15.2%

Tuscany-Umbria 66 272 (205) (75.7%)
Overseas Water Services 8,741 1,621 7,120 439.2%
Engineering and Laboratory Services 230 357 127) (35.6%)
Total 480,873 411,736 69,138 16.8%

The increase of € 69,138 thousand compared to 2015 is
mainly attributable to the tariff changes of ACEA Ato2 (+ €
52,358 thousand) and ACEA Ato5 (+ € 6,335 thousand).
The provision for impairment of receivables at 31 Decem-
ber 2016 amounted to € 66,576 thousand, with an in-
crease net of uses of € 10,563 thousand compared to 31
December 2015.

Network segment receivables

These stood at € 110,031 thousand, an increase of €
9180,341 thousand compared to 31 December 2015, which
refers exclusively to areti as a result of the effects of the
regulatory changes contained in resolution 654/2015/R/
ee% of the AEEéSl, which have led to the recognition of
the income deriving from the elimination of the so-called
regulatory lag (€ 111,505 million). For more details, see the
comments on the trends in the operating segments.

The provision for impairment of receiva%les at 31 Decem-
ber 5016 amounted to € 12,126 thousand, with a decrease
of € 5,020 thousand essentially due to the removal of
some receivables from end users.

Parent Company receivables

These amounted to a total of € 5,320 thousand, a decrease
of € 23,333 thousand compared to 31 December 2015.
The change is primarily due to the reclassification to receiv-
ables from the Vatican City of the corresponding payables
(€ 20,516 thousand), in order to make the stock of trade
receivables and payables more comparable.

The provision for impairment of receivables stood at €

5,482 thousand, remaining substantially unchanged com-
pared to the end of last year.

In 2016, receivables amounting to a total of € 1,397,420
thousand were transferred pro-soluto, of which € 190,625
thousand due from Public Administrations (these were €
1,515,918 thousand and € 182,400 thousand respectively
in 2015).

For more information on the aging of receivables, refer-
ence is made to the section entiﬁef"Additionu/ information
on financial instruments and risk management policies” in the
annex to this document.

RECEIVABLES FROM THE PARENT
COMPANY ROMA CAPITALE

Trade receivables due from Roma Capitale totalled €
58,791 thousand at 31 December 2016 (€ 72,203 thou-
sand at 31 December 2015).

The total amount of receivables, including financial receiv-
ables resulting from the public lighting contract and both
short and medium/long-term receivaﬁles, amounts to €
167,177 thousand, compared to € 142,773 thousand at the

end of last year.

The following table shows together the amounts derivin
from the relations between Roma Capitale and the ACEE
Group, and also those concerning the credit and debit posi-
tions, including the items of a financial nature.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
RECEIVABLES 179,636 163,389 16,247 9.9%
PAYABLES (including dividends) (142,286) (162,070) 19,784 (12.2%)
Balance (Receivables - Payables) 37.350 1.319 36.031 2,731.0%

ACEA GROUP « 2016 FINANCIAL STATEMENTS



The following tables also provide a breakdown of Group receivables/payables due from/to Roma Capitale.

Receivables from Roma Capitale 31.12.2016 31.12.2015 Variation
Utility receivables 34,220 46,756 (12,535)
Contract work and services 20,320 17,722 2,598
Other receivables: seconded staff 184 184 0
Total services billed 54,724 64,662 (9,937)
Grants receivable 2,402 2,402 0
Total services requested 57,126 67,063 (9,937)
Receivables for bills to be issued: Public Lighting 374 2,604 (2,230)
Receivables for bills to be issued: other 1,291 2,537 (1,245)
Total services to be billed 1,665 5,140 (3,475)
Advances 0 0 0
Total trade receivables 58,791 72,203 (13,413)
Financial receivables for Public lighting services 108,387 70,570 37,817
Financial receivables for billed Public lighting services 93,432 61,009 32,423
Financial receivables for Public lighting services to be billed 14,954 9,561 5,393
Total receivables due within one year (A) 167,177 142,773 24,404
Payables to Roma Capitale 31.12.2016 31.12.2015 Variation
Electricity surtax payable (15,260) (15,232) (28)
Concession fees payable (112,715) (99,339) (13,376)
Total trade payables (127,974) (114,571) (13,403)
Total payables due within one year (B) (127,974) (114,571) (13,403)
Total (A) - (B) 39,203 28,202 11,001
Other financial receivables/(payables) 22,598 (6,186) 28,783
Dividends payable to Parent Company Municipality of Rome 0 (35,295) 35,295
Other payables to Roma Capitale (3,040) 0 (3,040)
Medium/long term financial receivables for Public lighting services 25,638 29,109 (3,471
Other trade receivables/(payables) (24,451) (20,697) (3,753)
Net balance 37,350 1,319 36,031

The change in receivables and payables results from items
accrued in the period, the effects of items offset and col-
lections occurred exclusively in June.

The stock of total receivables at 31 December 2016 in-

creased by € 13,413 thousand compared to the previous

year; specifically the following changes occurred:

» adecrease of € 3,652 thousand in water utility receivables;

+ a decrease of € 9,063 thousand in electricity utility re-
ceivables;

e anincrease of € 2,598 thousand in the receivables for bills
issued, due to public lighting works and water works;

e a reduction o;)€ 3,475 thousand in trade receivables for
bills to be issued, due to works concerning new public light-
ing installations.

As regards the financial receivables for public lighting ser-
vices, an increase of € 37,817 thousand was recorded as a
result of the accrual of the annual payment, the adjustment
as per the contract in force and the formation of new items
in the receivables for the modernisation of the security
network, extraordinary maintenance and progress of the
LED plan to be attributed to the new Led Blan agreement
for the replacement of old street light fittings.

In 2016, € 29,119 thousand were offset, by which the finan-
cial receivables concerning the payments due for the public
lighting contract were closed, against the payables for divi-
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dends accrued and due to ACEA for the whole of 2014.

In 2016, there were collections amounting to € 92,415

thousand; the main categories of receivables involved are

listed below:

« € 39,785 thousand in water utility receivables, of which
€ 9,011 thousand for bills issued during the previous year;

« € 6,934 thousand in electricity utiﬁty receivables for
bills issued in 2015;

» € 38,075 thousand in receivables from the contract in
force (payments from December 2015 to August 2016);

o € 6,608 thousand in receivables due from the new Led
Plan agreement;

« € 391 thousand for the repayment of thefts of cables;

» € 231 thousand for the repayment of receivables for
public lighting works and kindergarten services;

« € 389 thousand in receivables concerning the water and
waterworks contract.

On the liability side, there was an overall reduction of €

22,760 thousand. The main changes are those listed below:

« increase in payables of ACEA Ato2 as a result of the conces-
sion fee accrued during the period (+ € 30,277 thousand);

« COSAP registration accrued for 2016 by the subsidiary
areti (+ € 1,412 thousand);

o reduction of the ACEA Ato2 concession fee for 2012 as
a result of the offsets for the period of which above (- €
16,852 thousand);
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« zeroing of the financial payables for dividends accrued b
the Parent Company recognised at 31 December 2015
(- € 30,524 thousand);

« zeroing of the financial payables for dividends accrued by
the su%sidiar ACEA Ato2 recognised at 31 December
2015 (- € 4,770 thousand);

e reduction due to the new road cables regulations

(- € 2,300 thousand).

It must be noted that the coupon concerning the dividends
accrued by the Parent Compan for 2015 amounting to
€ 54.3 million was detached in j:.lne (payables recognised

TRADE RECEIVABLES FROM
ASSOCIATES AND JOINT VENTURES

following resolution by the shareholders’ meeting on 28
April 2016).

The dividend accrued by ACEA Ato2 for the 2015 profits,
totalling € 2,337 thousand, was paid out in December 2016.

On 17 June 2016, Roma Capitale and ACEA S.p.A. signed
an agreement modifying the contract for the puElic lighting
service. This agreement includes the complete replacement
of the light fittings in the street lights with LEF) fittings,
forecasting the creation of new cost items and the transfor-
mation/elimination of those already recognised and which
are included, albeit partially, in this report.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Receivables from associates 3,838 5,188 (1,349) (26.0%)
Receivables from joint ventures 24,433 24,694 (262) (11%)
Total 28,271 29,882 1,611) (27.1%)

Receivables from associates

These receivables totalled € 3,838 thousand (€ 5,188
thousand at 31 December 2015) and primarily refer to re-
ceivables from Marco Polo for € 1,236 thousand, receiv-
ables from Umbria Due Servizi Idrici for € 1,167 thousand,
receivables from Sogea for € 390 thousand and receiv-

ables from Si(e)nergia in liquidation for € 639 thousand.

Receivables from Joint Ventures

These receivables totalled € 24,433 thousand (€ 24,694
OTHER CURRENT RECEIVABLES AND ASSETS

thousand at 31 December 2015), down by € 262 thousand;
they refer to amounts due from companies consolidated
using the equity method. In particular the balance consists
of €€14,195 thousand in receivables recognised in ACEA
due from its subsidiaries and € 8,713 thousand in Sarnese
Vesuviano due from its subsidiary GORI. The receivables
recognised in ACEA from its sugsidiaries are affected by
the recognition of receivables for the attribution of costs
incurred for the Acea2.0 programme and represent the
awarding of the joint investment.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Receivables from others 119,714 117,866 1,848 1.6%
Accrued income and prepayments 10,850 12,809 (1,959) (15.3%)
Receivables for commodity derivatives 1,944 0 1,944 100.0%
Total 132,508 130,675 1,833 1.4%

Receivables from others

These totalled € 119,714 thousand; the following table

analyses the main items contributing towards the balances
compared to the previous year:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Receivables due from Equalisation

Fund for energy equalisation 37,747 12,224 25,523 208.8%
Receivables from Equalisation Fund for Tariff

Contribution from meeting the targets 14,339 12,642 1,697 13.4%
Other receivables due from Equalisation Fund 10,658 38,928 (28,270) (72.6%)
Financial receivables due

from Trifoglio Immobiliare 10,250 10,250 0 0.0%
Regional grants receivable 6,841 7,355 (515) (7.0%)
Receivables due from INPS for welfare

contributions in accordance with art. 41,

para. 2, sub. A of Law488/1999 4,576 5,408 (832) (15.4%)
Receivables from Equitalia 4,264 4,168 96 2.3%
Security deposits 3,077 3,368 @9 (8.6%)
Receivables from social security institutions 3,697 3,475 222 6.4%
Receivables from individual transfers 4,373 4,373 0 0.0%
Suppliers' advances 2,773 2,072 701 33.8%
Receivables from Municipalities 1,085 0 1,085 100.0%
Receivables from factor for transfer 62 62 0 0.0%
Other Receivables from PL Naples 616 858 242) (28.2%)
Employees advances 0 45 45) (99.6%)
Other receivables 15,356 12,638 2,718 21.5%
Total 119,714 117,866 1,848 1.6%
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Accrued income and prepayments

These amounted to g 10,850 thousand (€ 12,809
thousand at 31 December 2015) and refer mainly to rent
on public land, rentals and insurance. They decreased by

€ 1,959 thousand.

CURRENT TAX ASSETS

These amounted to € 74,497 thousand (€ 75,176 thou-
sand at 31 December 2015) and include:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
VAT receivables 48,783 16,272 32,510 199.8%
IRAP and IRES receivables 3,557 31,362 (27,805) (88.7%)
Municipal and provicinal surcharge, revenue tax 3,502 4,001 (499) (12.5%)
Other tax receivables 18,655 23,542 (4,887) (20.7%)
Total 74,497 75,176 (680) (0.9%)
CURRENT FINANCIAL ASSETS

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Financial receivables from the Parent Company 108,387 70,570 37,817 53.6%
Financial receivables from associates

and joint ventures 6,038 6,776 (738) (10.9%)
Financial receivables from third parties 16,851 16,883 (32 (0.2%)
Total 131,275 94,228 37,047 39.3%

Financial receivables from the Parent Company

These amounted to € 108,387 thousand, an increase of
€ 37,817 thousand compared to 31 December 2015. They
represent the unconditional right to receive cash flows in
line with the methods and timing envisaged in the service
agreement for public lighting management. Further details
are provided in the note entitled “Receivables due from the
Parent Company Roma Capitale”.

Financial receivables from associates and joint ventures

These amounted to € 6,038 thousand (€ 6,776 thousand
at 31 December 2015) and refer to € 2,795 thousand for
a loan, including accrued interest, disbursed in November
2010 to Sienergia in liquidation to cover certain investment
projects, € 2,872 thousand recognised in Crea Gestioni
with Umbriadue Servizi and € 322 thousand for a loan
Franted to the company Citelum Acea Napoli Pubblica II-

uminazione.

Financial receivables from third parties

These amounted to € 16,851 thousand (€ 16,883 thousand
at 31 December 2015) and are mainly broken down as
follows:

« €10,700 thousand recorded in ACEA Ato5. Thisamount

refers to the receivable from the ATO and accrued over
three years; one-third of the above amount was due De-
cember 31 of each year, with the first instalment due 31
December 2007. 'F/he Settlement Agreement entered
into by the Company and the ATO concerns the issue of
higher operating costs incurred in the 2003-2005 peri-
ofand provides for the recognition of higher costs net of
sums relating to () the tarif§ portion - corresponding to
amortisation/depreciation and return on inflated invested
capital - relating to the investments set out in the Area
Plan and not carried out in the first three-year period (ii)
the portion of inflation accrued on concession fees and
@iii) fines for the non-fulfilment of contractual obligations
in the three-year period,
« € 5,328 thousand accrued for the management of the
public lighting service.

Cash and cash equivalents

The balance at 31 December 2016 of bank current ac-
counts and postal accounts, opened with the various banks
and Post Othces by the consolidated companies, except b
companies held for sale, amounted to € 665,533 thousancr
A breakdown and changes in this item by operating seg-
ment are shown in the table below:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 23 328 (305) (93.0%)
Energy 6,429 6,805 (376) (5.5%)
Water 81,595 35,223 46,371 131.7%
Networks 154 (200) 354 (177.3%)
Parent Company 577,332 772,497 (195,165) (25.3%)
Total 665,533 814,653 (149,120) (18.3%)

24. Non-current assets held for sale/Liabilities directly
associated with assets held for sale — € 397 thousand
The balance at 31 December 2016 amounted to € 397
thousand, unchanged from 31 December 2015. It includes
the recognition of € 497 thousand as the fair value of the
repurchase commitment, if certain contractual conditions
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are not satisfied, as a result of the possible exercise of the
put option granted to the buyer of the PV business unit,
and the recognition of € 99 thousand for the amount due
to the buyergfor the repayment of equity corresponding to
the plants subject to the put.
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LIABILITIES
At 31 December 2016, these amounted to € 6,904,713

thousand (€ 6,706,972 thousand at 31 December 2015)
and increased by € 197,741 thousand (+3.00%) over the

previous year; they are broken down as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Shareholders’ equity 1,757,943 1,596,053 161,890 10.1%
Non-current liabilities 3,382,460 3,258,079 124,381 3.8%
Current liabilities 1,764,211 1,852,741 (88,530) (4.8%)
Liabilities directly associated with assets held

for sale 99 99 0 0.0%
Total Liabilities 6,904,713 6,706,972 197,741 3.0%

25. Shareholders’ equity — € 1,757,943 thousand

The consolidated shareholders' equity at 31 December
2016 amounted to € 1,757,943 thousand (€ 1,596,053
thousand at 31 December 2015).

The changes that occurred during the year are shown in the
relevant table.

Share capital

The share capital is € 1,098,899 thousand, represented

by 212,964,900 ordinary shares with a par value of € 5.16

each, as shown in the Shareholders’ Register. The share

capital is subscribed and paid-up in the FolFowing manner:
Eoma Capitale: 108,611,150 ordinary shares with an

overall par value of € 560,433 thousand

o Free Float: 103,936,757 ordinary shares with an overall

ar value of € 536,314 thousand;
. [;reasur shares: 416,993 ordinary shares for a total par

value of € 2,152 thousand.

Legal reserve

The legal reserve includes 5% of the profits from previous
years, in accordance with article 2430 of the Italian Civil
Code, and it refers to the legal reserve of the parent com-

pany amounting to € 95,188 thousand.

Other reserves and retained earnings

At 31 December 2016, these amounted to € 214,702 thou-
sand compared to € 162,126 thousand at 31 December 2015.
The difference of € 52,576 thousand stems, in addition to
the allocation of the previous year’s profit, from. i) the dis-

tribution of dividends by the parent company for € 106,274

thousand and ii) the reduction of - € 5,949 thousand in
the actuarial profit and loss reserve net of the tax reserve,
iii) the increase in cash flow hedge reserves for financial in-
struments and commodities of € 10,019 thousand (net of
the relevant tax reserve, iv) the reduction in the exchange
rate reserve of € 7,639 thousand.

At 31 December 2016, ACEA held 416,993 treasury
shares in its portfolio, to be used for future medium/long-
term incentive schemes. As things stand, there are no me-
dium/long-term share-based payment schemes planned.

Non-controlling interests

Non-controlling interests totalled € 86,807 thousand, an
increase of € 14,679 thousand. The difference between
the two periods under comparison mainly reflects the
combined effect of the portion of net profit attributable to
minority interests, the decrease in shareholders’ equity as
a result of the distribution of dividends from net profit for
2015 and the change in the basis of consolidation after the
acquisitions during the period of Aﬁuas De San Pedro and
the Equity consolidation of Aguazul Bogota.

26. Staff termination benefits and other defined benefit
plans - €109,550 thousand

At 31 December 2016, these amounted to € 109,550 thou-
sand (€ 108,630 thousand at 31 December 2015) and rep-
resent termination and other benefits payable to employees
subsequent to their retirement or termination of employment.
The following table shows the change in actuarial liabilities
during the year:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Benefits payable upon 0,0%
termination of employment ’
- Staff termination benefits 65,848 64,012 1,836 2.9%
- Monthly bonuses 10,961 10,020 941 9.4%
- Long-Term Incentive Plans (LTIP) 780 2,346 (1,566) (66.8%)
Post-employment benefits 0,0%
- Tariff subsidies 31,961 32,252 9 (0.9%)
Total 109,550 108,630 920 0.9%

The change is affected not only by the allocation, which
following the reform in staff termination benefits, is repre-
sentative of staff termination benefits up to 31 December
2006, but also by the impact of the review of the discount
rate used for evaluation in accordance with |AS19.

As required by paragraph 78 of IAS 19, the interest rate
used to calculate the present value of the obligation was
based on returns, at the end of the reporting period, on

securities of major companies listed on the same financial
market as ACEA, and on returns on government bonds in
circulation at the same date that have terms to maturity
similar to the residual term of the liability for the workforce
in question.

As regards the economic and financial scenario, the fol-

lowing table shows the main parameters used for the eval-
uation.
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December 2016 December 2015
Discount rate 1.31% 2.03%
Revenue growth rate (average) 1.6% 1.6%
Long-term inflation 1.5% 1.5%

With regard to the measurement of the Group Employ-
ee Benefits (Staff termination benefits (TFR), Monthly
bonuses, tariff subsidies for current and retired staff) a
sensitivity analysis was performed to assess the changes in

the liability resulting from both positive and negative flat
shifts of the rate curve (+ 0.5% shift /- 0.5% s%wift). The

results of this analysis are summarized below.

Type of plan +0.5% -0.5%

€ millions € millions
Staff termination benefits (TFR) -3.8 +4.2
Tariff subsidies +0.4 +3.3
Monthly bonuses +0.1 +1.4

In addition, a sensitivity analysis was carried out in relation to the age of the workforce, assuming one year less than the

actual age.

Type of plan

-1 year of age

Staff termination benefits (TFR)
Tariff subsidies
Monthly bonuses

€ millions
+0.2
+1.0
+1.3

No sensitivity analyses were conducted on other variables
such as, for example, the inflation rate.

27. Provisions for liabilities and charges — € 202,122 thousand
At 31 December 2016, the provisions for liabilities and
charges amounted to € 202,122 thousand (€ 189,856
thousand at 31 December 2015) and are intended to cover
potential liabilities that may derive from pending litigations,
estimated on the basis of information provided by the com-
pany’s internal and external legal advisors. The provisions do
not take account of the effects of litigation that is expected

to be concluded in the company’s favour or of litigations
where the potential liability arising from a negative out-
come is merely considered possible.

When calculating the size of the provisions, account is taken
both of the estimated costs that may derive from litigation
or other disputes arising during the year and an update of
estimates oiPthe potential liabilities deriving from the litiga-
tion involving the Company in previous years.

The Following table shows a breakdown of provisions and
changes during the period:

Payment of

Redundancy Reclassifications/

€ thousand 31.12.2015 Utilisations Provisions Fund); Other changes 31.12.2016
Legal 20,232 (2,832) 1,642 (8,012) 0 11,030
Tax 2,689 (313) 1,930 0 56 4,361
Regulatory risks 54,218 (4,858) 7,907 0 0 57,267
Investees 5,650 (787) 336 0 (482) 4,717
Contributory risks 6,540 (125) 14 (3,856) ()] 2,671
Early retirements

and redundancies 3,481 (23,918) 22,569 0 0 2132
Post mortem 23,044 0 0 0 0 23,044
Concession fees 0 0 0 0 0 0
Insurance excess 1,192 81 1,634 0 0 2,015
Other liabilities and charges 21,554 (14,584) 16,083 0 9,460 32,513
Subtotal Provisions

for Liabilities and Charges 0 0 0 0 0 0
Provision for restoration charges 138,599 (48,228) 52,214 (11,868) 9,032 139,749
Insurance excess 51,257 0 1,116 0 0 62,373
Covenants 0 0 0 0 0 0
Total Provisions for

Liabilities and Charges 189,856 (48,228) 63,329 (11,868) 9,032 202,122

CONSOLIDATED FINANCIAL STATEMENTS
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The main changes are due to:

« the legal disputes provision which decreased by € 9,202
thousand as a result of: (i) the allocations for € 1,642
thousand, (ii) the utilisations for € 2,832 thousand and
(i) the payment of redundancy funds, mainly referring
to the payment in ACEA Ato2 of € 7,364 thousand due
to the favourable outcome of the litigation for the rec-
ognition of subtension indemnities of the Peschiera for
energy production;

« the regulatory risk provision which increased by € 3,049
thousand, mainly as a result of the allocation concern-
ing the sanction imposed by the AGCM on Acea Energia
(€ 3,600 thousand) and Acea Produzione for the ris%<s
linked to the capacity payment and the additional fees
due to Abruzzo Eegion on the basis of Regional Law 38
of 22/10/2013 and the possible charge of the excess fee
of the Bacino Imbrifero Montano %respectively for €
1,342 thousand and € 3,737 thousand). The utilisations
in Acea Energia and areti exit the provision, for € 2,980
thousand ancF€ 1,878 thousand respectively, due to the
closure of sanctioning procedures for the determination
of energy items for previous years;

« the provision for covering the costs of the early retirement
and redundancy plan, which decreased by € 1,350 thou-
sand net of utilisations compared to 31 December 2015,

« the provision for restoration charges which increased by
€ 11,116 thousand due to the allocations made in 2016
concerning the costs necessary to maintain the infra-

structure used for the management of the water service
in good condition;

« the other provisions recognised in Acea Energia, ACEA
Ato2 and ACEA Ato5, which include the provisions
recognised as a result of the amendment made by Law
208/2015 to the discipline of VAT variation notes follow-
ing the termination due to non-fulfilment of the contracts
for the supply of electricity, gas and water. The provision
amounts to € 9,220 thousand in total and is allocated to
hedge the eventual restitution of VAT to the State in the
event of customers in arrears paying Following the issuing
of the variation note;

« the provision for contributory risks to cover the litiga-
tions of a contributory nature (- € 3,869 thousand),
which reduced due to the release of the provisions allo-
cated in previous years.

See note 7 for more details on the nature of the allocations.

ACEA considers that the settlement of ongoing disputes
and other potential disputes should not create any addi-
tional charges for Group companies, with respect to the
amounts set aside, which represent the best estimate pos-
sible on the basis of elements available as of today.

For further information please refer to the section entitled
“Update on major disputes and litigation”.

28. Payables and other non-current financial liabilities -

€ 2,797,106 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Bonds 2,045,702 1,904,022 141,681 7.4%
Medium/long-term borrowings 751,404 784,413 (33,009 (4.2%)
Total 2,797,106 2,688,435 108,671 4.0%

The figures in the table include the fair value, at 31 Decem-
ber 2816, of hedging instruments entered into by ACEA,

which are shown separately from the hedged instrument in
the table below.

Hedged Fair value of Hedged Fair value of
€ thousand instrument derivative 31.12.2016 instrument derivative 31.12.2015
Bonds 2,022,134 23,568 2,045,702 1,866,346 37,676 1,904,022
Medium/long-term
borrowings 746,149 5,255 751,404 769,837 7,004 784,413
Non-current borrowings
and financial liabilities 2,768,283 28,823 2,797,106 2,636,183 44,680 2,688,435

BONDS

On 24 October 2016, as part of the liability management
strategy aimed at extending the avera%e duration of its debt
and managing in advance a portion of the refinancing risk
in the light o% the unfavourable market conditions, ACEA
acquired the following Series of Bonds:

« Bonds expiring in 2018 amounting to € 269,611,000; and
» Bonds expiring in 2020 amounting to € 77,225,000,
for a nominal total of € 346,836,000. The buyback in-
volved a loss of € 31,382 thousand plus costs concerning
the transaction.

ACEA simultaneously issued a bond for a total amount of

€ 500,000 thousand and a duration of 10 years at fixed
rate, as part of the Euro Medium Term Notes (EMTN) pro-
ramme.
he issue was mainlg/ aimed at refinancing the bonds bought

back by ACEA and extending the average duration of the

Company’s debt, as well as reducing the average cost of

same, considering the current trend in interest rates, with
specific reference to the Euro zone.

The bond is exclusively for institutional investors.

The bonds have a minimum denomination of € 100,000
and will mature on 24 October 2026, pay a gross annual
coupon of 1% and were placed at an issue price of 98.377%.
The bond is regulated by British law. The settlement date
has been set at 24 October 2016. Since this date, the
bonds have been quoted on the regulated market of the
Luxembourg Stock Exchange, where the information book-
let concerning the EMTN programme is also available.

The bonds amount to a total of € 2,045,702 thousand

(€1,904,022 thousand at 31 December 2015) and refer to:

« € 600,686 thousand (inclusive of accrued interest and
contract related costs) relating to the 10-year fixed rate
bond issued by ACEA in July 2014, as part of the Euro
Medium Term Notes (EN\TN{programme of € 1.5 billion.
The interest accrued in the period amounted to € 15,750
thousand.

o € 490,739 thousand (inclusive of accrued interest) re-
lated to the bond issued by ACEA in October 2016 as
part of the EMTN programme.

« € 330,976 thousand %inclusive of accrued interest) re-
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lated to the 5-year bond issued by ACEA in early Sep-
tember 2013 and maturing on 12 September 2018.

This debt, net of the Fair%/alue of the positive items al-
located in the financial management part of the income
statement amounting to € 1,221 thousand, amounts to €
329,755 thousand. This is residual debt, after the acquisi-
tion and annulment of the bonds for a total nominal value
of € 269,611 thousand.

The interest accrued in the period amounted to € 20,607
thousand.

« € 436,626 thousand (including accrued interest) refer
to a 10-year bond issued by ACEA in March 2010, ma-
turing 16 March 2020. The interest accrued in the peri-
od amounted to € 21,892 thousand. This is the residual
debt, after the acquisition and annulment of the bonds
for a total nominal value of € 77,225 thousand .

« € 163,107 thousand relating to the Private Placement
which, net of the Fair Value of the hedge, a negative €
24,789 thousand, amounts to € 187,896 thousand. The
fair value was allocated to a specific shareholders’ equit
reserve, being effectively heJ;ed. The exchange rate dif}-/
ference, negative by € 2,511 thousand, calcﬁated at 31

December 2016 on the hedged instrument was allocated
to a specific exchange rate reserve. The exchange rate at
the end of 2016 was € 122.97 compared to € 131.07 at
31 December 2015. Interest accrued during the period
amounted to € 4,279 thousand.

MEDIUM/LONG-TERM BORROWINGS
(INCLUDING SHORT-TERM PORTIONS)

They totalled € 784,678 thousand (€ 830,421 thousand
at 31 December 2015) and include : (i) principal out-
standing falling due beyond twelve months amounting to
€ 738,%57 thousand (€ 784,413 thousand at 31 Decem-
ber 2015), (ii) the portions of the same borrowings falling
due in the twelve months thereafter, totalling € 45,821
thousand (€ 46,008 thousand at 31 December 2015) and
@iii) € 6,421 thousand as the negative fair value of interest
rate risk and currency risk hedges .

The Following table shows medium/long-term borrowings
by maturity and type of interest rate:

Dueby  between 31.12.2017 Due after
Bank Borrowings Total Residual Debt 31.12.2017 and 31.12.2022 31.12.2022
fixed rate 286,906 19,831 93,436 173,639
floating rate 450,860 17,655 260,247 172,958
floating rate to fixed rate 46,912 8,335 38,577 0
Total 784,678 45,821 392,260 346,597

The fair value of ACEA hedging derivatives was a negative €
5,255 thousand and decreased by € 1,749 thousand com-
pared to 31 December 2015 (negative € 7,004 thousand).

The Group’s principal medium/long-term borrowings are
subject to covenants to be complied with by the borrow-
ing companies in accordance with normal international
rractlees. B .

n particular, the loan taken out by Areti is subject to a fi-
nancial covenant expressed in the current agreement as a
two decimal places ratio of 0.65 between net financial debt
and the sum of net financial debt and shareholders’ equity,
which must not be exceeded at the end of each reporting
period; this ratio must be complied with by both the bor-
rowing company and the ACEA Group. The ratio, calcu-
lated with the same criteria as the aforementioned agree-
ment, has been complied with in 2016.

The loan agreements entered into by the Parent Company

» clauses requiring compulsory credit rating monitoring by
at least two major agencies;

» clauses requiring the company to maintain a credit rating
above certain levels;

« the obligation to arrange insurance cover and maintain own-
ership, possession and usage of the works, plant and machin-
ery financed by the loan through to the maturity date;

« periodic reporting requirements;

» clauses giving lenders the right to call in the loans on the
occurrence of a certain event (i.e. serious errors in the
documentation provided when negotiating the agreement,
default on repayments, the suspension ogpa ments), giv-
ing the bank the right to call in all or a part ozthe loan.

There were no indicators that may have implied the failure

to respect the covenants in 2016.

Information on the fair value of the above borrowings is

provided in the section entitled “Additional disclosures on

financial instruments and risk management policies”.

envisage:

. stanﬁard Negative Pledge and Acceleration Events clauses;  29. Other non-current liabilities — € 185,524 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Advances received 113,815 110,688 3,127 2.8%
Water connection fees 23,352 24,017 (665) (2.8%)
Capital grants 19,864 20,687 (823) (4.0%)
Accrued liabilities/deferred income 28,493 28,709 (215) (0.8%)
Total other liabilities 185,524 184,100 1,425 0.8%

CONSOLIDATED FINANCIAL STATEMENTS
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ADVANCES FROM END USERS AND CUSTOMERS

The Advances received include: (i) the total security depos-
its and consumer advances of the water companies and (ii)
the total of the advances concerning the liabilities for ad-
vances on consumption of electricity paid by customers of

the Enhanced Protection service, accrue interest according
to the conditions established by AEEGSI rules (Resolution
No. 204/99).

The Following table provides the breakdown by industrial
area:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Energy 44,790 42,410 2,379 5.6%
Water 68,232 67,761 471 0.7%
Networks 770 494 276 55.9%
Parent Company 23 23 0 0.0%
Total 113,815 110,688 3,127 2.8%

CAPITAL GRANTS AND WATER CONNECTION FEES

These mainly refer to connection fees in ACEA Ato2 for
€ 18,593 thousand and ACEA Ato5 for € 4,759 thou-
sand. The item also includes € 19,864 thousand (€ 20,687
thousand at 31 December 2015) for grants accounted for
in liabilities and progressively recognised in the income
statement of each year over tKe term of the underlying in-
vestment to which the grant is associated. The amount rec-
ognised as income is determined on the basis of the useful
|i§e of the asset to which it refers.

ACCRUED LIABILITIES AND DEFERRED INCOME

These amounted to € 28,493 thousand and mainly refer to
grants received, recognised in the income statement by an

amount equal to the depreciation generated by the asso-
ciated capital expenditure. In particular, this item includes
the residual grant received by areti for the replacement of
electromechanical meters with electronic meters (AEEGSI

Resolution No. 292/06).

30. Provision for deferred taxes — € 88,158 thousand

At 31 December 2016 the provisions totalled € 88,158
thousand (€ 87,059 thousand at 31 December 2015).

In particular, these provisions include the deferred taxes
linked to the difference between the economic and tech-
nical rates of depreciation applied to the depreciated assets
and tax-related issues. This item also includes the utilisa-
tions in the period for € 5,401 thousand and the allocations
for € 9,704 thousand. See note 20 for more details.

31. Current liabilities — € 1,764,211 thousand

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Borrowings 151,478 259,087 (107,609) (41.5%)
Trade payables 1,292,590 1,245,257 47,334 3.8%
Tax payables 46,361 42,346 4,015 9.5%
Other current liabilities 273,782 306,052 (32,270) (10.5%)
Current liabilities 1,764,211 1,852,741 (88,531) (4.8%)
BORROWINGS

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Short-term bank credit lines 7,139 12,710 (5,571 (43.8%)
Bank loans 45,821 46,008 187) (0.4%)
Amounts due to the parent

company Roma Capitale 3,040 35,295 (32,254) (91.4%)
Payables to associates and joint ventures 596 596 0 0.0%
Payables due to third parties 94,882 164,480 (69,598) (42.3%)
Total 151,478 259,087 (107,609) (41.5%)

Short-term bank credit lines
These amounted to € 7,139 thousand (€ 12,710 thousand
at 31 December 2015) , with a decrease of € 5,571 thou-

sand, mainly attributable to the companies in the Environ-

ment and Energy Segments. The effect of the complete
consolidation oFKguas De San Pedro amounted to € 2,157
thousand.
Bank loans

These amounted to € 45,821 thousand and refer to the

current portion of bank loans Falling due within twelve
months. Further details are provided in note 28 of these
notes.

Due to the Parent Company Roma Capitale

These amounted to € 3,040 thousandPand show a decrease
of € 32,254 thousand, linked to the distribution of divi-
dends. See that described in the corresponding item in the
assets as regards the change in this item compared to 31

December 2015.
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Payables to associates and joint ventures
These amounted to € 596 thousand and are unchanged
compared to last year.

Payables due to third parties

These amounted to € 94,882 thousand (€ 164,480 thou-
sand at 31 December 2015). The breakdown of this item is

essentially as follows:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Dividends payable to shareholders 810 401 409 102.0%
Environment 349 158 190 120.3%

Water 460 242 219 90.4%

Parent Company 1 1 0 0.0%

Payables due to third parties 94,072 164,079 (70,007) (42.7%)
Environment 1,101 5,936 (4,835) (81.5%)

Energy 42933 43,306 (373) (0.9%)

Water 17,379 44243 (26,864) (60.7%)

Networks 30,600 68,824 (38,224) (55.6%)

Parent Company 2,058 1,769 289 16.3%

TOTAL 94,882 164,480 (69,598) (42.3%)

There was a reduction of € 70,007 thousand in the pay-

ables due to third parties, mainly linked to the reduction in

TRADE PAYABLES

the payables to factors for the transfer of receivables.

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Payables due to third party suppliers 1,149,172 1,092,264 56,909 5.2%
Amounts due to the Parent Company 139,245 147,259 (8,014) (5.4%)
Payables to Associates and Joint Ventues 4173 5,734 (1,561) (27.2%)
Trade Payables 1,292,590 1,245,257 47,334 3.8%

Payables due to third-party suppliers

Trade payables amounted to 51,149,172 thousand. the in-

crease oz€ 56,909 thousand is the result of contrasting

factors, as follows:

+ Environment Segment: the increase of € 19,631 thou-
sand is mainly attributable to Acea Ambiente;

+ Energy Segment: reduced by € 28,103 thousand com-
fFare to 3% December 2015, mainly for Acea Energia.

he effect is attributable to the reduction in purchased

volumes and the simultaneous decrease in prices;

» Water Segment: the decrease of € 8,475 thousand

compared to 31 December 2015 is mainly attributable to

ASEA Ato2 (- € 25,598 thousand), partially offset by an

increase in ACEA Ato5 payables (+ € 18,891 thousand)

and Genesa payables (+ g g,666 thousand);

Networks Segment: increased by € 27,716 thousand

compared to 31 December 2015, mainly for areti, also as

a result of the partial non-proportional spin-off of Acea

[lluminazione Pubblica in areti;

Parent Company: increased by € 46,139 thousand com-

pared to 31 December 2015, mainly due to the increased

investments in technological infrastructures, also regard-

ing the Acea2.0 Project.

The Group has factoring agreements, typically in the form of
reverse factoring. On the %asis of the contractual structure,
the supplier has the possibility of transferring at its own dis-
cretion the receivables due from the company to a financial
institute. In some cases, the payment ties envisaged in the
bill can be further delayed in agreement between the sup-
r|ier and the Group; such delays are cost-bearing.

n the event of delays, a quantitative analysis is conducted
to verify the substantiality or otherwise of the modification
of the contractual terms, by preparing a quantitative test
in accordance with that envisaged by |%«S39 AG62. In this
context, the relations, which retain the primary obligation
with the supplier and for which the eventual delay, if grant-
ed, does not imply a significant modification of the terms
of payment, retain their nature and therefore remain clas-
sified in the trade liabilities.

Trade payables due to the Parent Company Roma Capitale
These amounted to € 139,245 thousand and are described
in paragraph 23 of these notes, together with the trade re-
celvables.

Trade payables to associates and joint ventures

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Payables to joint ventures 338 3,485 (3,146) (90.3%)
Payables to associates 3,835 2,249 1,586 70.5%
Total 4173 5,734 (1,561) (27.2%)

The payables to associates mainly include the payables due to
the Acque Group, while the payables to joint ventures mainly

CONSOLIDATED FINANCIAL STATEMENTS

refer to the payables reco%nised in ACEA to the joint venture
Citelum Napoli Pubblica llluminazione (€ 2,644 thousand).
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TAXES PAYABLE

These amounted to € 46,361 thousand (€ 42,346 thou-
sand at 31 December 2015) and include € 24,478 thou-
sand for IRES and IRAP tax payables for the period and €
38,397 thousand for VAT.

The increase of € 4,015 thousand is the result of the taxes
payable for the period.

OTHER CURRENT LIABILITIES

These amounted to € 273,782 thousand and are broken

down as in the Following table:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Amounts due to social security institutions 17,345 18,126 (780) (4.3%)
Accrued expenses 281 321 (40) (12.5%)
Other current liabilities 256,155 287,605 (31,450) (10.9%)
Total 273,782 306,052 (32,270) (10.5%)

Amounts due to social security institutions

These amounted to € 17,345 thousand (€ 18,126 thousand

at 31 December 2015) and are broken down as follows by
Operating Segment:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Environment 822 745 77 10.4%
Energy 2,016 1,944 72 3.7%
Water 6,013 6,290 Q77 (4.4%)
Networks 5,622 5,702 (80) (1.4%)
Parent Company 2,872 3,445 (573) (16.6%)
Total 17,345 18,126 (780) (4.3%)

Payables for commodity derivatives
This item amounted to € O thousand and represents the
Fair Value of some financial contracts stipulated by Acea

Energia.

Other current liabilities
These amounted to € 256,155 thousand, a decrease of
€ 31,450 thousand compared to 31 December 2015. This

item consists of:

€ thousand 31.12.2016 31.12.2015 Variation Variation %
Payables to Equalisation Fund 49,066 89,678 (40,612) (45.3%)
Payables to municipalities for concession fees 56,299 53,737 2,562 4.8%
Payables for collections subject to verification 60,824 58,202 2,623 4.5%
Amounts due to staff 41,450 32,756 8,694 26.5%
Other payables to Municipalities 8,883 9,748 (865) (8.9%)
Payables to Equitalia 7,257 9,168 1,911 (20.9%)
Payables for solidarity contributions 4,760 13,130 (8,369) (63.7%)
Pial_yables for environmental premium Art. 10 of .
ATl4 agreement of 13/08/2007 1,547 3,200 (1,653) (51.7%)
Payables for purchase of surface rights 917 1,017 (100) (9.8%)
Amounts due to end users for refund of Tariff

Component as per referendum outcome 1 48 (37 (77.4%)
Payables for purchase of business units 7,486 2,644 4,843 183.2%
Other payables 17,655 14,277 3,378 23.7%
Other current liabilities 256,155 287,605 (31,450) (10.9%)

The change, amounting to € 31,450 thousand, mainly re-
fers to the combined effect of the following contrasting
factors:

« - € 40,612 thousand for lower payables to the Equalisa-
tion Fund from areti Fo||owing the payment of monthly
fees in arrears;

« - € 8,369 thousand for the payables to the STO for rev-
enue from the application of the solidarity contribution
(this revenue is allocated to a provision for tariff facilita-
tions for families in difficulty);

+ + € 8,694 thousand in amounts due to staff, in particular

due to the complete consolidation of Aguas de San Pedro
for € 3,376 thousand, the increase in the payables of ACEA
Ato2 (+ € 2,265 thousand) and areti (+ € 3,454 thousand);

» +€ 4,843 due to payables recognised in ACEA Ato?2 for
the purchase of business units.

« + € 2,562 thousand for payables to Municipalities for
concession fees; the balance is due to contrasting factors,
on one hand the increase of € 12,814 thousand as a result
of the complete consolidation of Aguas de San Pedro, on
the other the reduction in the payables of ACEA Ato2 (-
€ 9,611 thousand) and ACEA Ato5 (- € 808 thousand).

ACEA GROUP « 2016 FINANCIAL STATEMENTS



PURCHASES IN THE YEAR

ACEA purchased 29,65% of Aguas de San Pedro in the last

quarter of 2016

Carrying amount of the

Assumed

Net Acquired Assets Acquired Company Realisation Value Fair Value
Tangible Assets 1,525.8 1,525.8
Intangible Assets 12,614.6 12,614.6
Equity investments 0.0 0.0
Inventories 353.6 353.6
Advances 407.2 407.2
Trade receivables 2,343.8 2,343.8
Other receivables 75.8 75.8
Financial receivables 0.0 0.0
Funds and banks 453.2 453.2
Staff termination benefits and other defined benefit plans 0.0 0.0
Provision for deferred tax liabilities 0.0 0.0
Provisions for liabilities and charges 0.0 0.0
Tax payables (130.2) (130.2)
Trade payables (4,377.9) (4,377.9)
Payables to the parent company Acea 0.0 0.0
Other payables (851.5) (851.5)
Bank borrowings (4,257.3) (4,257.3)
Other financial payables (276.0) (276.0)
Goodwill allocated 0.0 0.0
NET BALANCE 7,881.0 0.0 7,881.0
Gains 1,857.6
Investment price 6,023
Repayment of financial payables 0.0
Total paid out 6,023.4
Net outgoing cash flow due to the purchase 0.0 5,570.2
Cash payment of the purchase price 6,023.4
Cash and cash equivalents acquired (453.2)

Amounts in € thousand

The purchase can be considered to be final.

CONSOLIDATED FINANCIAL STATEMENTS
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COMMITMENTS AND CONTINGENCIES

ENDORSEMENTS, SURETIES AND GUARANTEES

At 31 December 2016, they totalled € 540,401 thousand
(€ 610,991 thousand at 31 December 2015), a reduction of
€ 70,590 thousand.

The breakdown is as follows:

o the issue of a bank guarantee for € 100,000 thousand
issued in January 2%12 by Cassa Depositi e Prestiti in
the interests of the European Investment Bank for the
loan agreement signed between ACEA and the EIB on
14 September 2009;

+ €100,000 thousand for the guarantee agreement en-
tered into by the European Investment Bank and Cassa
Depositi e Prestiti on 9PJu|y 2013, with reference to the
loan agreement of € 100,000 thousand entered into
on 25 October 2012 by ACEA and the European In-
vestment Bank;

+ € 65,189 thousand for the bank guarantees issued by
Acea Energia, mostly in favour of Terna and Eni Trad-
ing & Shipping relative to the electricity dispatch service
contract;

« € 68,277 thousand in favour of the Acquirente Unico
and in the interests of Acea Energia as a back-to-back
guarantee relating to the electricity sale agreement
signed between the parties;

« € 53,666 thousand in the form of a bank guarantee is-
sued by ACEA to Cassa Depositi e Prestiti in relation
to refinancing of the loan issued to ACEA Distribuzi-
one. This is a sole guarantee giving the lender first claim
and covering all obligations linked to the original loan (€
493 million). The sum of € 53,666 thousand refers to
the guaranteed portion exceeding the loan originally dis-
bursed (€ 439 million);

« € 10,000 thousand for the Global Guarantee issued in
favour of Axpo ltalia in the interests of Acea Energia as
a back-to-back guarantee on electrical energy trading
transactions agreed or to be agreed between the parties;

€ 24,871 thousand issued by insurance institutions on
behalf of Acea Ambiente (ex ARIA): (i) in favour of the
Province of Terni for the management of landfill opera-
tions and post-closure operations (€ 15,492 thousand)
and waste disposal (€ 3,157 thousand) and (ii) in favour of
suppliers to back contracts (€ 6,642 thousand);

the guarantee of € 19,000 thousand in favour of EDF Trad-
ing in the interest of Acea Energia as counter guarantee for
the transactions in the framework of electricity trading;
€15,000 thousand in the form of a guarantee in favour of
Enel Trade in the interests of Acea %nergia as a back-to-
back guarantee on electrical energy trading transactions;
€ 14,883 thousand for the bank guarantees issued by
areti in favour of Terna for the contract for the electricity
transmission service;

€ 8,000 thousand for the guarantee in favour of Iren
Mercato S.p.A. for the precise fulfilment of the EFET
agreement entered into in July 2012 between the benefi-
ciary company and Acea Energia;

€ 4,202 thousand for the bank guarantee issued in favour
of Roma Capitale in relation to the “"Progetto Tecnologi-
co" contract for the construction of the new multi-service
pipe network of Via Tiburtina and adjacent streets, in the
interest of ACEA Distribuzione for € 2,701 thousand and
ACEA Ato 2 for € 1,501 thousand;

€ 3,712 thousand for the guarantee issued in favour of
ltalgas SpA in the interest of Acea Energia, renewed in
October 2014;

€ 1,295 thousand relating to the bank guarantee issued
by Banco Bilbao Vizcaya Er entaria in favour of GSE for
the correct fulfilment of ARIA’s obligation to make the
reimbursement to GSE;

€ 6,306 thousand relating to ACEA Ato5 and specifically a
surety required obligatorily by art. 31 of the TecEnical Reg-
ulation, released by UNI%REDlT in favour of the AATO,
calculated on 10% of the triennial average of the Financial

Plan - Tariffs of the Framework Plan of the A.A.T.O.
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SERVICE CONCESSION ARRANGEMENTS

The ACEA Group operates water, environmental and pub-
lic lighting services under concession; It also manages the
selection, treatment and disposal of urban waste produced
in municipalities in ATO 4 Ternano-Orvietano via Acea
Ambiente (ex ARIA) which the company SAO is now part
of as a result of the merger which became effective at the

end of December 2016.

As for the water - environment segment, the ACEA Group
provides the Integrated Water Service (SII) under a con-
cession arrangement in the following reiions:
+ Lazio, where ACEA Ato2 S.p.A. and ACEA Ato5 S.p.A.
provide services in the provinces of Rome and Frosinone,
respectively,
» Campania, where G.O.R.l. S.p.A. provides services in
the area of the Sorrento Peninsula and Capri island, the
Vesuvio area, the Monti Lattari Area, as we|F|>as in the hy-
drographic basin of the Sarno river,
Tuscany, where the ACEA Group operates in the prov-
ince of Pisa, through Acque S.p.A., in the province of
Florence, through gF’ubliacqua £.p.A., in the provinces
of Siena and Grosseto, through Acquedotto del Fiora
S.p.A. and in the province of Arezzo 'jwrough Nuove Ac-
que S.p.A. It also provides the service in Lucca and prov-
ince of Lucca through the company GEAL S.p.A,,
o Umbria, where the éroup operates in the province of Pe-
rugia, through Umbra Acque S.p.A.
The %roup is a%so in charge of several former CIPE services
in the province of Benevento with GESESA S.p.A. and in
the municipalities of Termoli and Campagnano with Crea
Gestioni S.r.l.

For additional information on the legislative and regulatory
framework, please refer to the Report on Operations.

PUBLIC LIGHTING - ROME

The service is carried out by the Parent Company based
on a deed of concession issued by Roma Capitale for a pe-
riod of thirty years (from 1 January 1998). No fee was paid
for this concession, which is implemented through a special
service agreement, which given its accessorial nature, ex-
EI)_ires on the same date of the concession (2027).

he service agreement provides for an annual update of
the fee concerning consumption of electricity and main-
tenance and the annual increase of the lump-sum fee in
relation to the new lighting installed.
Furthermore, the investments required for the service
may be (i) applied for and funded by the Municipal Au-
thorities or gi) financed by Acea: in the first case, such
works will be paid based on a price list agreed by the parties
(and subject to review every two years) and will result in
a percentage decrease in the ordinary fee. In the second
case, the Municipality is not bound to pay a surcharge;
however, ACEA will be awarded all or part of the savings
expected in both energy and economic terms according to
pre-established methods.
Moreover, it has been established that qualitative/quantita-
tive parameters shall be renegotiated in 2018.
Upon natural or early expiry - also due to cases envisaged
under Decree Law 138/2011 - ACEA will be awarded an
allowance corresponding to the residual carrying amount,
that will be paid by the Municipality or the incoming op-
erator if this obligation is expressly set out in the call fJ;r
tenders for the se%ection of the new operator.

CONSOLIDATED FINANCIAL STATEMENTS

Finally, the contract sets out a list of events that represent
a reason of anticipated revocation of the concession and/
or resolution of contract by the will of the parties. Among
these events, reference is made to newly arising needs
linked with public interests, according to wzmich ACEA has
the right to receive an allowance according to the product,
that is discounted based on the percentage of the annual
contractual amount and the number of years until expiry of
the concession.

On the basis of the number of public lighting plants as at
31 December 2009, the supplemental agreement estab-
lishes the ordinary annual fee as € 39.6 million, including
all costs relative to the provision of electricity to supply the
plants, ordinary operations and ongoing anJextraordinary
maintenance.

In June, ACEA and Roma Capitale signed a private deed
aimed at regulating commitments and obli%ations deriv-
ing from the implementation of the LED Plan and, con-
sequently, modifying article 2.1 of the Supplementary
Agreement signed in 2011.

Specifically, the plan involves the installation of 186,879
armouring systems at a rate of 10,000 E.er month start-
ing from the thirty days subsequent to the signing of the
agreement. The payment involved is € 48 million for the
entire LED Plan. 10% of the amount will be paid in advance
and the remainder on the basis of two-month SAL to be
paid by Roma CacPitale within thirty days of the closure of
the SAL, for 80%, and the remaining 15% within fifteen
days of the verification of the same SAL. The contract also
provides for mechanisms of incentives/fines for installations
above/below the planned number for each two-month pe-
riod and a reduction of the payment recognised to the é)ity
of Rome of 50% of the economic counter value of the En-
ergy Efficiency Bonds due to ACEA for the LED Project.
As a result of the execution of the LED Plan, the parties
have partially modified article 2.1 of the Supplementary
Agreement of 2011 with regard to the price list and break-
down of the payment for managing the service.

INTEGRATED WATER SERVICE

Lazio - ACEA Ato2 S.p.A.

(Ato 2 - Central Lazio - Rome)

ACEA Ato2 provides integrated water services on the basis
of a thirty-year agreement signed on 6 August 2002 by
the company and Rome Provincial Authority (represent-
ing the Authority for the ATO comprising 112 municipal-
ities, including Roma Capitale). In return gor award of the
concession, ACEA Ato2 pays a fee to all the municipalities
based on the date the related services are effectively ac-
quired, which is expected to occur gradually: to date, the
survey work (inclucﬁng that for municipalities already taken
over) has been completed for 94 municipalities out of 112,

equivalent to around 3,869,179 residents (source ISTAT).

During the course of the year, the Company purchased:

e as o§1 June 2016, the sewage and waste treatment ser-
vices for the Municipality of Bracciano as regards the
part strictly concerning tKe Co.B.1.S. purifier, while the
purchase of the local sewage and waste treatment ser-
vices of the waste treatment network of Castel Giuliano
is suspended and conditioned by the conclusion of the
works for the refurbishment of the purifier itself. Last-
ly, the management of the drinking water service will
become executive once ACEA Ato2 has completed the
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works required for the re-functioning and refurbishment
of the existing local drinking water plants;

o at the end of December 2016, the water service for the
Municipality of Pomezia, previously managed under pro-
tected conditions by |n15astrutture Distribuzione Gas
(formerly Edison Distribuzione Gas). The purchase was
made through the purchase of the business unit for 5.5
million, which may subjected to an adjustment agreed be-
tween the parties on the basis of the updating of some
items of the business unit purchased. Tﬁe price also in-
cludes the value of the assets realised up to 30 September

2016, calculated by the STO as a total of € 5.3 million.

Lastly, it must be noted that the procedures for the purchase
of the Integrated Water Service of the Municipalities of Ci-
vitella San %aolo, Morlupo and Rignano Flaminio have been
started. In particular, for the latter Municipality, the Agree-
ment for the payback of the investments on the basis of the
prescriptions of the Conference of Mayors has been signed.

As regards the tariff proposals for 2016-2019, the Confer-
ence of Mayors in ATO2 Central Lazio - Rome, in its ses-
sion on 27 July 2016, definitively approved the 2016-2019
regulatory scheme and all the documentation in support of
the relevant tariff proposals (Plan of Interventions, Techni-
cal and economic data updates, Economic-Financial Plan,
explaining the ties to the revenue of the Operator and the
theta tariff multiplier, Accompanying Report) in addition
to the Management agreement, signed on 6 August 2002,
integrated and modified to take into account the new dis-
cipline introduced specifically by Resolution 656/15 and
the same Resolution 664/2015, which approved the tariff
method for the second regulatory period (MTI-2).

The Tariff proposal approved by the Conference substan-
tially reiterates, in terms of numbers and assumptions, the
basis of the proposal published on the STO website on 24
May and re-proposed as a shared proposal in the claim sub-
mitted by ACEA Ato2 on 27 May 2016 in application of
art. 7.5 of resolution 664/2015, but making some chang-
es to the recovery dynamics of the tariff az%ustments due
for 2016 and 201; (totalling € 60.1 million) in subsequent
years. A financial charge has been recognised for this time
delay as compensation.

Due to this deferral of an exclusively financial nature for
the Operator, the tariff multiplier for 2016 is 1 (no increase
compared to the tariffs applied in 2015) and, for the follow-
ing years, increases of 4.8%, 6.01% and 5.94% respectively
are envisaged for 2017, 2018 and 2019.

The essential contents of the proposal approved by the

Conference of Mayors on 27 Jur;/ are:

« the adoption of the regulatory scheme forthe IV quadrant
of whicE in art. 1 of Annex A to resolution 664/2015/R/
IDR (presence of high investments compared to the val-
ue of the existing iméastructures and pro-capita opex less
than the average national value determined by the Au-
thority), theref%re with the application of the maximum
threshold of annual tariff increase of 8.5%;

o the provision of investments for 2016-2019 amounting
to € 820 million;

« the adoption, in order to determine the |:N|naw compo-
nent, of the ) parameter value of 0.6 (the maximum val-
ue allowed is 0.8). This component therefore amounts to
€ 23.7 million for 2016;

e the use of the above component entirely to finance new
investments of less than € 2 million as of 2017, to be used
for tariff facilitations for less well-off users;

« the use of the unspent amount of the solidarity contribu-
tion collected throughout 2015 (€ 13.2 million) to reduce

the adjustments due for 2016;

« the reduction in the equity increases for 2014 and 2015
of the amount due to the application of the MALL pa-
rameter for 2012-2015 (€ 9.4 million), resulting in a pos-
itive tariff impact for users due to the non-recognition of
the capital costs referable to the latter;

« the adoption of the request made by the STO (and
shared with the Operator) as per art. 32 of Annex A to
Resolution 664/2015, which envisages the recognition of
awards for achieving standards that improve on those es-
tablished by the AEEGSI in Resolution 655/2015;

« determination of the tariff multiplier to be applied to the
2015 tariffs, equal to:

- 1.000 for 2016;
- 1.048 for 2017;
- 1111 for 2018;

- 1177 for 2019.

In Resolution 674 of 17 November 2016, the AEEGSI de-
finitively approved the 2016-2019 tariffs proposed by the
Conference of Mayors, with some specific limitations:

+ non-recognition of the financial charges for the delay in
adjustments (€ 4.0 million) and the differences for 2014
and 2015 in the concession fees between that covered by
the tariff and the amount recognised to the Municipali-
ties (€ 2.5 million);

« complete recovery of the tariff adjustments by the end
of 2019;

e the charges relating to system changes are recovered
through the component Rc rather than as an integration
of the endogenous operating costs;

« sending by the EGA, within 30 days of the publication
of the resolution, of the Service Charter as modified in
agreement with the Operator and Consumer Associa-
tions in the area in question, fully adjusted to the con-
tractual quality prescriptions in Resolution 655/2015.

The Authority has also determined the maximum values of

the tariff multipliers, confirming the values for 2016 and

2017 (1.000 and 1.048 respectively) and reducing those

for the following years 2018 and 2019 (1107 and 1.173 re-

spectively).

(gn the basis of the above prescriptions, the STO has re-de-

termined the 2016-2019 tariff and sent the relevant com-

plete documentation to the AEEGSI and the Operator on

20 December.

As regards the Service Charter, the STO sent the pro-
posal for the new Integrated Service Charter to the Au-
thority and the Consumer Associations on 6 December
2016, adjusted to the new contractual quality regulations
introduced in resolution 655/2015 and to that deliberated
by the Conference of Mayors on 27 july and approved by
the Authority as regards tKe request #or the recognition of
awards for the achievement of quality standards in excess
of those provided in Resolution 655. The Service Charter
sent, prepared in agreement with the Operator, will be sub-
mitted for approval by the next Conference of Mayors, to
be called after the Consumer Associations have made their
observations.

While awaiting final approval, the Technical Operating
Secretariat intends to confirm that the Service Charter
in force is that annexed to the Management Agreement
signed on 6 August 2002, as modified accordinf to the law
by AEEGSI resolution 655/2015 and by the decisions of
the Conference of Mayors on 27 July 2016 as regards the

improved standards and awards mechanism.

On the basis of AEEGSI resolution 674/2016, the revenue
for the period has been valorised, amounting to € 533.7
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million. This includes the estimate of the adjustment of
pass-throu&h items, the FNI component (€ 23.7 million)
and the differences from the adjustment of the estimates
of the ass-through items recognised in 2014 and 2015
- € 1.§ million). As regards the award for the Operator
for achieving the improved standards with respect to those
of the AEEGSI in resolution 655/2015, it should be noted
that the revenue includes € 23.1 million including indem-
nities due to the customers. On 7 March 2017, the STO
successfully concluded the verifications concerning the
calculation of the indicators on which the award is based.

Lazio - ACEA Ato5 S.p.A.

(Ato 2 - Southern Lazio - Frosinone)

ACEA Ato5 provides integrated water services on the basis

of a thirty-year agreement signed on 27 June 2003 by the

company and Frosinone Provincial Authority (rePresenting
the Authority for the ATO comprising 86 municipalities).

In return for being awarded the concession, ACEA Ato5

pays a fee to all tﬁe municipalities based on the date the

related services are effectively acquired.

The management of the integrated water service in the

territory of ATO 5 - Southern Lazio-Frosinone involves a

total of 85 municipalities for a total population of around

490,000 inhabitants, about 480,000 inhabitants sup-

f?lied and a number of end users equal to around 185,700.

o date, three municipalities are awaiting completion of the
process: Atina, Cassino centro and Paﬁano, as a result of
issues that have emerged over the years:

* Municipality of Paliano: due to the continuing inactivity

of the Municipal Authority in handing over the instal-
lations of the S.L.I. in the area of the municipality, and
also the vain attempt to enter into an agreement proto-
col aimed at ending the various ongoing problems which
have until now prevented the formalisation of the trans-
fer to the S.I.I., on 18 February 2016, ACEA Ato5 filed
a petition at the Administrative Court of Lazio - Latina
Section against the Municipality of Paliano and AMEA
in order to obtain the entire delivery of the works, assets
and plants and compensation of the damage incurred as
a result of the malicious failure to observe the deadline
for the conclusion of the procedure The Administrative
Court of Latina settled the matter in a ruling declarin
the cessation of the scope of the dispute ( as a result o%
the adoption by the Municipality of the express proce-
dure by which the Authority, overcoming the disputed si-
lence on the matter, rejected the ACEA demand to hand
over the assets concerning the SlI) and also ordering the
Municipality to pay for tEe legal costs, quantified as €
1,500.00.
The Company then filed another petition before the Ad-
ministrative Court of Latina in order to obtain the an-
nulment of the procedure in which the N\unicipality had
opposed its own denial of the transfer of the service. The
hearing in this regard has still not been set.

* Municipality of Cassino: due to the continuing inactiv-
ity of tEe /\Xunicipal Authority as regards the oblifgation
to hand over the installations of the S.I.I. — confirmed
by the Council of State in ruling no. 2614/2015 - the
(,yompan requested that the Council of State make the
above ruring executive and appoint a Commissioner for
the purpose, appointed in ruling no. 2086/2016.

The latter, in the person of an official of the Prefecture
of Frosinone authorised by the Prefect, signed on 2 Au-

ust 2016 at the Municipal Authority headquarters in
%assino the report in which the management of the local
territory (about 13,000 utilities) was transferred to the
Company, the effect of which was delayed for 30 days.
However, the Municipality of Cassino attempted to block
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the effect of the measure taken by the Commissioner,
impugning the relevant deeds before the administrative
judge and through the publication of a Mayor’s ordinance
to this effect.

The Company challenged the above ordinance before
the Council of State in order to obtain, after suspendin
the effects, its nullity due to breaches and/or elusion o%
the judgement in ruTing no. 2614/2015 by the Council
of State itself. The date for the hearing has noy yet been
set, although the Company’s lawyers have made a formal
request soliciting this matter.

In the meantime, on 25 October 2016, the Company
submitted to the State Attorney’s Office of Cassino
a report accusing the Municipality of Cassino, so that
criminal proceedings could be taken against the conduct,
unsustainable for some time, of the Municipal Adminis-
trator, who blatantly showed no intention of honouring
the obligations required by the Cooperation Agreement
and the%V\anagement Agreement for the Integrated Wa-
ter Service, or fulfilling the many rulings issued by the
administrative judges, now no longer in judgement, as-
certaining not only the obligatory nature of the principles
of conduct of the aforementioned Municipality and also
the unfounded nature in fact and law of the complaints
made by the Authority during the legal proceedings.
Additionally, on 28 December 201%, the Company on
one hand reiterated to the Regional Attorney’s Office of
the Court of Accounts its previous request made on 9 July
2014, in order to be informed on the activities started by
the Attorney’s Office to ascertain eventual irregularities
in the accounts of the Municipality, concerning the sums
due to the Operator for the treatment service, for which
the amount charged to users is currently collected by the
Municipality, as the service is supplied by ACEA Ato5.
On the other hand, it notified the Municipality of Cassi-
no a notification of arrearage so that it could return to the
Company the tariff portion concerning the sewage and
waste treatment service. As regards this notification, the
Municipal Administration riflied stating that it was im-
possible to quantify the tarift portion for the sewage and
waste treatment service collected, and in February 2017,
the Company called for a meeting at the AATOS offices,
reiterating the urgent need to settle the ascertainment of
the sums due, in order to demand the definition of that

due by the above Authority.
As regards the tariﬁxro osals for 2016-2019, the Compa-

ny sent to the Area Authority the documentation required
for the preparation of the tariffs for the second regulatory
period pursuant to resolution 664/2015/R/idr. However, as
they have not been approved within the deadlines set in this
resolution, the Company, pursuant to articles 7.5 and 7.6 of
resolution 664/2015, submitted the 2016-2019 tariff re-
quest on 30 May 2016, the essential contents of which are:

» the adoption of the regulatory scheme for the V quadrant;

« the adoption, in order to determine the FNInew com-
ponent, of the y parameter value 0.8. This component
therefore amounts to € 7.6 million for 2016;

« in continuity with resolution 51/2016, the adoption of a cost
of arrears equal to that provided for Southern Italy (7.1%);

« preparation of a reasoned request for the recognition of
additional costs (OperC), concerning aspects re%ard-
ing adjustment to the service quality Etandards defined
by the AEEGSI in Annex A to resolution 655/2015, for
agout € 2 million;

« determination of the tariff multiplier to be applied to the 2015
tariff, equal to 1.08 for each from 2016 to 2019 inclusive.

Subsequently to the notification to fulfil of the AEEGSI

to the Area Authority, the Conference of Mayors met on
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ference of Mayors on 13 December

13 December 2016 and, among other things, approved in

decision no. 6 the 2016-2019 tariff proposaﬁ, which differs

compared to that submitted by the Operator on the fol-

lowing points:

» valorisation of the FNI component on the basis of a
parameter of 0.4 rather than 0.8

» recognition of an arrears charge of 3.8% rather than 7.1%

2016 2017

« non-recognition of the component Opex -

It also reduced the adjustments accrued in the first regu-
latory period (component Rc, ) by applying fines for pre-
sumed non-fulfilments in 2014 and 2015, for about € 11
million.

The tariff multipliers approved in the above meeting for
each year are as follows:

2018 2019

1.080 1.166

1.260 1.360

The company has filed an appeal for the annulment of deci-
sion no. 6 and the date of the hearing has not yet been set.

On the basis of the tariff proposal approved by the Con-

5816, the revenue for
2016 has been quantified, amounting to € 69.4 million in-
cluding the estimate of the adjustment of the pass-through
items and the FNI component for € 3.9 million.

As re%ards the tariff adjustments, it must be noted that:

« the back-dated ones referring to 2006 - 2011, quantified
by the Commissioner as € 75.2 million, have been con-
firmed by the Council of State in ruling no. 1882/2016,
thereby rejecting the appeal made by the Optimal Terri-
torial Area Authority (AATO) no.5 for the annulment of
the Commissioner’s decree. The remainder to be billed
amounted to € 20.4 million in December 2016;

» those accrued in the first regulatory period (2012-2015)
amount to € 57.1 million and, in fulfilment of AEEG-
Sl resolution 51/2016, will be recovered as of 2019. The
aforementioned resolution successfully concluded the
preliminary AEEGSI proceedings started in February
2015 whici/i, in addition to approving the measure of the
adjustments and their financial recovery, provisionall
recognised, while awaiting the settlement /by the EGA%
of the procedure implemented on request by the com-
pany, an unpaid ratio eq[ual to at least that envisaged for
Southern ltaly (6.5%). The Directors, also supported by
authoritative ilegal opinion, believe that the fines of € 11
million for presumed non-fulfilments in 2014 and 2015
are not due, and have for this reason been the subject
of an appeal before the Administrative Court of Latina,
as described in more detail below; they are not therefore
included in the financial statements;

o those accrued in 2016 amount to € 15,6 million.

With regard to the relations between ACEA Ato5 and the

Area Authority, 2016 was characterised by complex mat-
ters which led to conflicts during the legal proceedings.

Specifically:

« on 18 February 2016, in decision no. 1/2016 published on
26 February, the Conference of Mayors denied the go-
ahead for the planned merger by incorporation of ACEA
Ato5 into ACEA Ato2. The company believed the deed
to be illegitimate and challenged it before the Adminis-
trative Court of Latina. The preliminary hearing was held
on 23 February 2017, after which the judges were unde-
cided on the matter;

« on 18 February 2016, in decision no. 2, the Conference
of Mayors started the procedure for the contractual set-
tlement ex art. 34 of the Awarding Agreement and, in
March, in execution of the aforementioned resolution, it
accused the Company of a series of contractual breaches,
ordering it — pursuant to and by effect of art. 1454 of the
Civil Code - to deal with the claimed breaches and pro-
duce justifications for them within six months. The Com-
pany appealed against decision no. 2 and the aforemen-

tioned fulfilment order before the Administrative Court

of Latina (no. 316/2016) on 22 April 2016. On 26 July,

the President of the EGA also notiEed ACEA Ato5 of the
application and quantification of the fines for 2014 and

2015 pursuant to Chapters 30.1and 30.2 of the Technical

Regulation. On 19 October 2016, submitting additional

reasons for appeal no. 316/2016, the Company challenged

the procedure for the quantification and application of the
fines. . In the session on 13 October 2016, the Conference
of Mayors decided not to approve the proposal by the STO
as regards the non-existence of the conditions required to

roceed with the termination of the contract (also in the
iight of the counter-statements submitted by the Com-
pany), therefore leading to the adoption in the session on

13 December of decision no. 7 for the termination of the

N\anagement Agreement. This decision was challenged by

the company through the submission of further additional

reasons tor appeal no. 316/2016 on 9 February 2016, be-
fore the Administrative Court of Latina, simultaneously
demanding compensation for damages.

Given that the EGA has terminated the contractual re-

lations with ACEA Ato5, the latter must ensure the con-

tinuation of service management activities until the EGA
has identified the new Operator to take over from ACEA

Ato5. It must be noted that:

+ pursuant to art. 7 of the Management Agreement,
ACEA Ato5 is bound to ensure the continuation of
the service until hand over to the new Operator, in any
event not beyond the deadline for 12 months, extend-
able for a further six months under the same terms and
conditions;

- the STO itself, in its consultation paper on the matter
of 27 October 2016 estimated that not less than three/
four years (timeframe reflecting what happened in the
original awarding) will be required for the completion of
the various procedures necessary for the identification
of the new Operator. Also, in its aforementioned re-
port, the STO deemed that ACEA Ato5 must be paid
a residual amount of more than one hundred miﬁion
Euros for the residual value of the amortisable assets
which, pursuant to and by effect of art. 26 of the Tech-
nical Regulation, the new Operator will have to take
over once identified. As stated by the STO itself in the
above report, these amounts are immediately payable
to the outgoing Operator on termination of the con-
tractual relations.

The public hearing for the discussion of appeal no.
316/5016 is to be held on 23 November 2017.

The resolution concerning contractual termination appears
to be complicated by numerous formal and procedural
technicalities strongly undermining its Iefgitimacy. The pro-
cedure is also lacking in the procedures tor identifying the
new Operator, and gives no indication on the methods and
obligations for the transfer of the Sll to the new Operator
or the duration of the continuation period that the C?ompa—
ny is bound to for at least one year, which can be extended
for a further six months.
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Decision no. 2 was taken by the Conference of Mayors, al-
beit with the negative opinion of the STO supported by that
of the external legal consultant. The STO believes that, also
in the light of the counter statements made by the Compa-
ny, there have been no serious breaches such as to prejucﬁce
or risk prejudicing the continuity and quality of the services
awarded or the achievement of the targets in the plan.

As regards the presumed breaches, which have, among
other things, |ecs) to the application of the fines during
the tariff proposal stage, these are often non-existent, as
demonstrated by the %perator in its counter statements,
without adequate preliminary inquiries and surely not such
as to determine the termination of the contract.

In 2012, the Company had taken out an injunction decree
for the recovery of the receivables deriving from the trans-
active deed in 2007, amounting to € 10.7 million signed by
the company and the EGA, aimed at settling the excess
costs incurred by the Operator in the first management tri-
ennium (2003/2005), amounting to a total of € 21.5 mil-
lion, in which the EGA undertook to pay the agreed amount
(€ 10.7 million) without increasing the tariff. Subsequent-
ly, on 22 May 2012, the EGA appealed against this jecree
before the Court of Frosinone. an 28 February 2017, the
ruling passed by the Court of Frosinone in which it revoked
the injunction decree issued in 2012 for the aforementioned
amount, deeming the 2007 transactive deed null and void,
was filed, and the re-conventional subordinate demand by
ACEA Ato5 for the payment of the major costs incurred
(and originally requested) totalling € 21.5 million was re-
jected and the repetition of the preliminary proceedings
ordered as regards the re-conventional demand filed by
the STO concerning the payment of the leasing fees. The
Company is preparing an appeal against this ruling. The Di-
rectors, supported by authoritative legal opinions, believe
that the receivables is not annulled by the ruling, given that
the stated nullity of the transaction c?:)es not imply that the
Operator no longer has the right to claim remuneration for
excess costs incurred that are not covered by the tariff.

Campania - GORI S.p.A. (Sarnese Vesuviano)

On the basis of a thirt -year agreement entered into with
the Area Authority of Sarnese Vesuviano on 30/09/2002,
GORI was awarded the management of the integrated wa-
ter service in 76 Municipalities in the provinces of Naples
and Salerno. For the awarding of the service, GORI paid a
concession fee to the granting authority (Area Authority
of Sarnese Vesuviano) on the %asis of the date of effective
takeover of the service. The management perimeter has re-
mained substantially unchanged compared to the previous
year, as the service management takeover has now been
completed; 76 municipalities are managed, which are all of

those in ATO no. 3 in Campania.

Tariffs: First regulatory period

On 10 March 2016, the preliminary proceedings concern-

ing the approval of the tariff roposars of the A%'O?: by the

AEEGSI were finally conclucred successfully with the pub-

lication of resolution 104/2016/R/idr containing: "Approval,

for the purpose o[valorising the adjustments in the framework
of the tariff method for the second regulatory period MTI-2,
of the tariff predispositions concerning the Sarnese Vesuvia-

no Optimal Territorial Framework, for the period 2012-2015".

Specifically, the AEEGSI:

« approved the maximum applicable measure of the tariff
multipliers for each year, specifically: 2012: 9=1.065;
2013: 9=1.134; 2014: 9=1.236; 2015: ¥=1.347;

» consequently established the amount of the adjustments
to be recovered in years subsequent to 2015 as € 38.9
million (Group quota € 14.4 million);
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. reiuested the Authority to adjust the Economic-Finan-
cial Plan to the values approved in the same resolution,
also taking into account the adjustment of the cost item
Owners’ %/\ortgages (MTp) 2013 due to its inaccurate
valorisation, to be made to the adjusted payments the
methods of recognition of which are provided as of 2016;
requested the Authority to send, within 30 days of the
publication of the procedure, “the outcomes of the checks
carried out on the assumptions on which the treatment of
the cost component for wholesale purchases are based, and
especially the forecasts in the Agreement, signed on 24 June
2513, requlating the relations between Campania Region,
Area Authority, Acqua Campania S.p.a. and FGORI S.p.a.,
which the same subject will have taken into account in quan-
tifying the back-dated items for periods prior to the transfer
to the Authority of the regulation and control over the sector,
also requesting that it be verified that the same agreement is
compatible with the principle of complete integration (con-
firmed in the jurisprudence recalled above), in the light of the
dispositions introduced by the Authority starting from 2012”.
In April, the Authority acknowledged the prescriptions of
the XEEGSl, detecting a material error for 2013 of about
€ 4 million concerning the wholesale water tariff reduction,
as the 2013 Regulating Agreement already included a re-
duction of 25%.
This error will be recovered in the tariff determinations for
the second regulatory period, in which the portion of the
mortgages not recognised in 2013 will also be recovered.

Tariffs: Request for economic and

financial stability and arrears claim

Pursuanttoart. 32.2 of Annex A to resolution 643/2013/R/
idr and pursuant tom resolution 122/2015/R/idr, in order to
access the equalisation measures ot an advance and finan-
cial nature for the tariff adjustments, on 23 March 2016,
the Company submitted a Hormal request for stability, sub-
mittinia group of measures, including access to equalisa-
tion, which it was hoped would be accepted, thereby imply-
ing the definitive end of the situation of financial imbalance
in the management of ATO3. Simultaneously, and in rela-
tion to the a%orementioned stability request, a request was
also submitted for the recognition of the effective cost of
arrearage for 2014 and 2015, pursuant to art. 30.3 of An-
nex A to AEEGSI resolution 643/2013/R/idr.

The conclusions of ATO3 concerning the preliminary in-
quiries on the request were formalised in the concluding
minutes on 18 May 2016. The Authority believes that the
reasons on which the request was made are founded and
therefore the conditions are in place for proceeding with
the proposal for the adoption of the stability measures
contained in the request with the modifications introduced
with specific reference to the scenario involving the transfer
of the so-called Regional Works. These stabiﬁty measures
must therefore be included in and form the scope of the
Economic and Financial Plan to be prepared as part of the
tariff fulfilments provided in resolution 664/2015. ATO3
reached the same conclusions with regard to the request for
the recognition of the effective cost of arrearage jraor 2014

and 2015. See the following paragraph for more details.

Tariffs: Tariff proposals for the second regulatory period
The Sarnese Vesuviano Area Authority, in consideration of
the need to jointly evaluate (within the prescribed terms, in
other words 60 days of receipt) the aforementioned sta-
bility request submitted by the Operator on 23/03/2016,
submitted a request for the extension of the terms to 30
May 2016 to the Authority on 29 April 2016.

However, as this deadline passed without the Authority ful-
filling, despite the preliminary inquiries by the commission-
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ing management structure, the Operator submitted a re-

Zuest for tariff updating pursuant to article 7.5 of resolution
64/2015/R/idr on 15 June 2016, thereby sending to the

Authority, the Region and the AEEGSI the tariff propos-

al for 2016-2019. gfhe regulatory scheme prepared by the

Company takes into account the dispositions of resolution

664/2015 (and decisions 2 and 3 of 2016) and also, for the

sEeciﬁcﬁPurpose of accelerating the process of approval of

the tariffs, the indications of the Authority resulting from the
concluding minutes of the preliminary inquiries concernin

the economic-financial stability request and the validation o%

the data on which the 2016-2019 tariff proposal is based.

[t must also be noted that the 2016-2019 tariffs submitted

by GORI takes into account and includes the following, in

addition to the stability request and that for the recognition
of the effective cost of arrearage:

» the request for the recognition of Opnew, pursuant to
art. 23.6 of Annex A to AEEGSl resolution 664/2015/R/
idr, submitted together with the tariff update request for
the recognition of the endogenous operating costs and
updatable as regards the systematic change of the Eerim—
eter of the activities of the Operator following the im-
plementation of the management of the Regional Works
once transferred;

« the request for additional costs OpexQC concerning
the activities undertaken in order to adjust the service
guality standards defined by the AEEGSI in resolution

55/2015/R/idr. In this regard, it must be noted that the
Area Authority, in the context of the aforementioned
concluding minutes for data validation, gave its opinion
on this claim by the Operator, deeming only the costs of
external services to be admissible and not those for inter-
nal staff, in consideration of the synergies and efficiency
achievable in relation to the Regionalg\/\/orks staff to be
seconded in 2016-2019;

o the containment of the tariff increase within the maxi-
mum annual variation threshold established in art. 3.2
of Annex A to AEEGSI resolution 664/2015/R/idr. The
adjustments thus generated are to be considered mere-
ly as a financial deferment sustainable by virtue of, and
therefore conditioned by, the hoped for access to finan-
cial equalisation. In the framework of the tariff update
request, the Operator also requested that the AEEGSI
approve, simultaneously to and in the context of the pro-
cedure for tariff approval, the economic-financial stabili-
ty measures, and especially financial equalisation.

The stability request annexed to the 2016-2019 tariffs is
based, among other things, on the hypothesis that Campa-
nia Region grants the payment in instalments of the debts
accrued in 5013-2016. Should this not be the case, GORI
reserves the right to request an increase in the financial
equalisation provisions of up to a total of € 230 million.

On 8 August 2016, the Extraordinary Commissioner of
the Sarnese Vesuviano Area Authority, in decision no. 19,
subsequently modified by decision no. 20 of 1 September
2016, approved the regulatory scheme of ATO3 Sarnese
Vesuviano pursuant to 664/2015/R/IDR, in which, as spec-
ified in the accompanying methodological report, “the tari
proposal submitted by the Operator GORI Spa on 15/06/2016
is to be deemed as superseded”. The following points describe
the main assumptions on which the tariff proposal by the
Extraordinary Commissioner of the Sarnese Vesuviano
Area Authority for the second regulatory period are based:
« transfer of Regional Works by the end of 2019, on the
basis of the draft framework agreement regulating the
transfer in question, which was signed by Campania Re-

ion and the Commissioner of Sarnese Vesuviano on 3

ugust 2016;

« additional costs for the activities undertaken for ad-
justment to the service quality standards defined by
the AEEGSI in resolution 655/2015/R/idr (OpexQC),
amounting to € 3.3 million, with the full recognition
of that requested by the Operator in the request sub-
mitted to the Authority on 23/05/2016, drawn up pur-
suant to art. 23.3 of Annex A to AEEGSI resolution
664/2015/R/idr for the recognition of these costs;
billing of the back-dated agjustments in four years,
starting in 2020;

recovery of the 2012-2015 tariff adjustments within
the growth limits of the tariff multiplier, in three years
starting in 2020;

redrafting of the Plan of |nterventionsFFroposed by the
Operator inj the framework of the tariff update request
of 15 June 2016, eliminating one significant intervention;
payment in instalments over ten years of the payables
to shareholders, retaining the hypothesis made by the
Operator in the request;

payment in instalments over four years of the payables
for SIl mortgages;

extension of the payables to Campania Region for the
services rendered in 2013-2016 to the end of 2016
without providing for payment of the debts in instal-
ments;

access to the equalisation provisions for up to € 245
million, with repayment in ereven years starting in 2020
at the rate appﬁed by the CSEA.

The tariff proposal deliberated by the Extraordinary
Commissioner of the Sarnese Vesuviano Area Authority
also envisages tariff increases within the limits of the mul-
tiplier for 2016 and 2017 (9%) and an increase of 5% for
2018 and 2019.

Also on 8 August 2016, in Campania Region Manage-
ment Decision no. 4, Campania Region approved the
tariffs for the second regulatory period 2016-2019 of
the virtual Wholesaler Campania Region/Aciua Campa-
nia. Independently of the aspects of doubtful legitimacy
concerning the subject responsible for the preparation
of the taritfs of the wholesaler, the tariffs proposed by
the Region have some elements that are inconsistent
with the tariff proposal prepared by the Extraordinary
Commissioner of the Sarnese Vesuviano Area Author-
ity for the second regulatory period. Specifically, the
effects of AEEGSI resolution 338/2015/R/idr in which
the Authority approved the official tariffs for Campa-
nia Region for 5012-2015, are calculated in a manner
differing from that envisaged in the resolution by the
Commissioner (who operated consistently with that al-
ready established by the Authority in the framework of
the tariff approvals for ATO no. 4 Sele, resolution no.
76/2016/R/idr, and ATO no. 3 Sarnese Vesuviano, res-
olution no. 104/2016/R/idr), envisaging that the tariffs
for 2012-2014 remain unchanged and that the negative
adjustments be recovered partly in the four-year period
2616-2019 and partly after 2020. Also, the tarifﬁc pro-
posal by Campania F?egion does not take into account
the reduction of the perimeter managed (and the con-
sequent transfer of the management costs) concerning
the aforementioned framework agreement regulating
the transfer of the regional works, signed by the Area
Authority on 3 August 2016, which envisages a triennial
chronological schedule beginning in 2016.

Also because of this misalignment, GORI challenged both
the commissioner’s resolution no. 19/2016 and Regional
Management Decree no. 4/2016 before the Administra-
tive Court of Naples.
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The revenue for the year has been quantified on the basis
of resolution 19/2016 of the Extraordinary Commissioner
and amounts to € 181.4 million (€ 67.2 miﬁion attributable
to the Group) and includes the estimate of the adjustment
of pass-through items and, for the component hedging the
cost of arrearage, the differences deriving from AEEGSI

resolution 104/2016.

The Tariff adjustments due to GORI up to 31 December
2016 amount to € 230.4 million (€ 85.4 million attribut-
able to the Group) and comprise: (i) the back-dated items
accrued up to 31 December 2011, for € 122.5 million, (ii)
the tariff adjustments accrued in the first regulatory peri-
od (2012-2015) for € 91.5 million and (iii) the adjustments
accrued in 2016 for € 16.4 million.

For the above reasons and despite the above-mentioned
signiﬁcant uncertaint]?/ (mainly related to the billing times
of tariff adjustments for pre-2012 prior-year items and the
relevant collections, the procedure for approving the above
applications for recognition of arrearage and stability sub-
mitted to the competent Authorities, as well as the agree-
ment reached to pay the debt with the Regional Authority
in instalments as a result and within the scope of the stabil-
itZ measures to be adopted), which have an evident impact
ot a financial nature, the preconditions of a going concern
have been met as it is beﬁeved a settlement will be found
for the above proceedings and agreements within reason-
able time in the suggested manner.

In this regard, given the current financial tension, it has
been deemed opportune to retain the allocation made in

revious years amounting to € 39.2 million, € 44.1 million
allocated in 2011, concerning the persistence of the uncer-
tainty characterising GORI’s operations.

In financial terms, on 23 April 2014 a contract was signed
to reschedule the loan which matured in June 2011 into a
multi-year loan with maturity 31 December 2021. The loan
has an interest rate equal to the 6-month Euribor plus a
spread of 5.5 percentage points maturing on 30 June and
31 December each year.

Campania - GESESA S.p.A. (Atol- Calore Irpino)

The Company operates in Optimal Territorial Area ATO no.
1 Calore rpino which promotes and develops the initiative
for the management of the Integrated Water Service (SlI)
in Municipalities in the Province of Avellino and Beneven-
to. The Company manages the Sll in 20 Municipalities in
the Province of Benevento with a total resident population
of 115,000 inhabitants served in an area of about 673 km2
and 54,000 users. Currently, the Authority, in consulta-
tion with the Extraordinary Commissioner In accordance
with Decree of the Regional Government No. 813/2012,
has not yet appointed a Sole operator to manage the SlI.

ATO 1, within the scope of a more extensive question con-
cerning the planning and management of Water Resourc-
es in the Campania Region, recently implemented the

uidelines for the Mission Structure on the Planning and
%/\anagement of Water Resources, aimed at promoting the
common cause of the ex-Area Authorities to find a Sole
operator that answers to the same Authorities.

Following the approval of Regional Law 15/2015 on the re-
organisation of the Campania Integrated Water Service,
GESESA is currently preparing a plan of aggregation with
other companies in the sector to create a subject that may
be considered the sole manager of ATO1.

CONSOLIDATED FINANCIAL STATEMENTS

In August 2016, all the documentation containing the data
and calculation tools regarding the tariff proposal for 2016-
2019 useful in terms o% submitting to the competent Au-
thority the tariff adjustment request was sent to the Calore
Irpino A.T.O., and the outcome is being awaited.

Tuscany — Acque S.p.A. (Ato2 - Basso Valdarno)

The management agreement, which came into force on 1
January 2802 with an initial twenty-year duration (the cur-
rent expiry date is in 2026) was signed on 28 December
2001. In accordance with said agreement, the Operator
took over the exclusive integrated water service of ATO
2, comprising all public water collection, abstraction and
distribution services for civil use, sewage systems and the
treatment of waste water. The Area includes 57 municipali-
ties. In return for award of the concession, Acque pays a fee
to all the municipalities, including accumulated |iaEi|ities in-
curred under previous concessions awarded.

With regards to the extension of the concession to 2026,
on 29 February 2016, the Company received from the
bank brokering the loan contract signed in 2006 a letter
of consent for the extension of the service concession to
2026. Consequently, on 10 March 2016, after obtaining
the go-ahead ?rom the AIT, the Board of Directors of Ac-
que authorised the Chief Executive Officer to sign the ac-
ceptance of the letter of consent and the agreement mod-
ifying the loan contract sisned in 2006.

As a result, on 6 April 2016, Acque and the AlT signed the
deed making the modification to the concession for the wa-
ter service effective, with the new expiry date reviewed to
2026 compared to the previous deadline of 2021. The signa-
ture of the modification agreement also integrated some ob-
ligations envisaged in the loan contract entered into in 2006.
Specifically, it is now envisaged that the Company must
provide the broker bank with an nual certification signed by
the legal representative of the independent auditing firm
certifying, among other things, that the calculated AD-
SCR (Annual De%it Service Cover Ratio) parameter refer-
ring to the closure of the year complies with that envisaged
in the contractual clauses. Specifically, as of 31 December
2015, should the ADSCR parameter certified by the equal
to or more than 1.1, the Company can distribute dividends
for a maximum of € 3.0 million in addition to the dividends
received from the equity investments in other companies
which are always available for distribution to the sharehold-
ers. However, should the ADSCR parameter measured and
certified be less than 1.1, the company can only distribute
to the shareholders the dividends from equity investments
in other companies. It is also envisaged that an advance re-
payment of tEle debt in 2017, 2018 and 2019 be made: the
amount to be repaid will correspond to the lower of 50% of
the cash surpluses at the end ofthe year and € 6.0 million.
The amount paid in advance will be used to reduce the re-
payments in capital for subsequent years to expiry.

As regards the tariffs, as of 1 January 2016, in implementa-
tion of that envisaged in AEEGSI resolution 664/2015, art.
9.1, paragraph a) approving the 2016-2019 tariff method,
the Company has applied to the structure of the tariffs due
the tariff increase envisaged for 2016 by the last PEF ap-
proved by the AEEGSI in resolution 402/2014. The tarh&s
may be subjected to adjustment Followiné the approval of
the definitive tariffs by the AIT and the AEEGSI.

As regards the tariffs for the second regulatory period, in
agreement with the Tuscany Water Authority, and after
the expiry of the 30 April 2016 deadline for sending tar-
iff proposals by the Area Authorities, Acque did not sub-
mit a tariff update request pursuant to paragraph 7.5 of
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AEEGSI resolution 664/2015/R/idr, also in consideration
of the complexity of the fulfilments required by the resolu-
tion itself, includ>i/ng the modification of the agreement for
awarding the service, for which the opinion of the financing
entities is required.
However, on 27 June 2016, the AEEGSI sent to the AIT
and the Company a formal notification to fulfil pursuant to
art. 1 of Resolution 307/2016/R/idr, establishing a deadline
of 30 days from receipt of same for the dispatch of the pro-
osed tariff for the second regulatory period 2016-2019.
l?herefore, on 27 July 2016, Acque submitted the 2016-
2019 tariff request pursuant to articles 7.5 and 7.6 of reso-
lution 664/2015.
On 5 October 2016, in resolution no. 28, the AlT approved
the tariff for 2016 and the remaining years of the second
regulatory period in addition to the 2016-2021 Plan of
Interventions, the Economic-Financial Plan and the new
awarding agreement. The tariff determinations envisage
the recognition of an award ex article 32.1, subsection ) of
resolution 664/2015. This has not yet been approved by
the AEEGSI.
The proposal approved by the AlT envisages a multiplier of
6.8% for 2016, which is the same as that envisagecrin the
previous PEF.

Revenues for the period amounted to a total, including the
adjustment of pass-through items, of € 140.9 million (€
6£.4 million attributable to the Group) and represent the
best estimate made on the basis of the tariff proposal ap-

proved by the AT in October 2016.

The new Service Charter has been finalised with the Tuscany
Water Authority and the association of consumer represen-
tatives, and was approved in resolution 21 of 22 July 2016.

With regard to the main disputes of the Company, it should

be noteg that:

« an appeal was lodged to the Council of State against the
ruling issued on 22 April 2013 by the Tuscany Regional
Administrative Court which dismissed the appeal filed b
Acque for cancellation of Co.N.Vi.Ri. resolution No. 65
of 27 April 2011, related to the re-examination of the re-
view for the 2005-2008 period of the Toscana — Basso
Valdarno AATO 2 area pr;n. The proceedings are cur-
rently pending,

« in November 2014, the company was served a writ of
summons by CONSIAG SpA to appear before the court
of Florence. Until 31 December 2001, CONSIAG was
the water service operator for the consortium munici-
palities, all of which are part of the ATO 3, except for the
municipality of Montespertoli that is included in ATO2.
In addition to Acque, the summons was also notified to
the Tuscan Water Authority and to all the public share-
holders of Acque. With regard to Acque, CONSIAG is
claiming a 0.792% interest in the company and compen-
sation fgor a total amount of € 1,989,834, as a result of
the service carried out in the municipality of Montes-
pertoli. On the other hand, the Municipality of Montes-

ertoli already had an indirect interest in Acque, through
E’ubliservizi (shareholder of Acque with 19.26% of the
shares) of which it is a shareholder with a 0.98% stake.
The Company believes these claims are groundless.

Toscana — Publiacqua S.p.A. (Ato3 — Medio Valdarno)

The management agreement, which came into force on 1
January 2002 with a twenty-year duration, was signed on
20 December 2001. In accordance with said agreement,
the Operator took over the exclusive integrated water ser-
vice oFATO 3, comprising all public water collection, ab-

straction and distribution services for civil use, sewage sys-
tems and the treatment of waste water. The Area includes
49 municipalities, of which 6 managed via agreements
inherited from the previous operator, ﬁiorentinagas. In re-
turn for awarding the concession, the Operator pays a fee
to all the Municipalities, including accumulatecrliabiﬁties
incurred prior to the awarding of the related contracts.

In June 2006, ACEA - via the vehicle Acque Blu Fioren-
tine S.p.A. - completed its acquisition of an interest in the
company.

With regard to the tariffs, as of 1 January 2016, in im-
plementation of that envisaged in AEEGSI resolution
664/2015, art. 9.1, paragraph a) approving the 2016-2019
tariff method, the Eompan has applied to the structure
of the tariffs due the tariﬂ'yincrease envisaged for 2016
by the last PEF approved by the AEEGSI in resolution
402/2014. The tariffs may be subjected to adjustment
following the approval of the definitive tariffs by the AIT
and the AEEG&T

In relation to the 2016-2019 tariffs, on 27 June 2016, the
AEEGSI sent to the Tuscany Water Authority and the Tus-
can operators (and thus also Publiacqua) a formal notifica-
tion to fulfil pursuant to art. 1 of Resolution 307/2016/R/
idr and article 3, paragraph 1, sub. f) of the DPCM of 20
July 2012. The company then completed the documenta-
tion required and prepared the specific regulatory scheme,
deeds and data in paragraph 7.3 of resolution 661/2015/R/
idr required to update the tariffs for the second regulatory
period. Therefore, on 27 July 2016, Acque submitted the
2016-2019 tariff request pursuant to articles 7.5 and 7.6
of resolution 664/2015. On 5 October 2016, in resolution
no. 29, the AIT approved the tariff for 2016 and the re-
maining years of the second regulatory period in addition
to the 2016-2021 Plan of Interventions, the Economic-Fi-
nancial Plan and the new awarding agreement. The tariff
determinations envisage the recognition of an award ex
article 32.1, subsection ) of resolution 664/2015. This has
not yet been approved by the AEEGSI.

Furthermore, in resolution 27/2016, the AlT approved the
new tariff range in which new types of utility have been in-
troduced envisaging a variation in the consumption ranges
attributed to the various utilities. The most significant of
these is the breakdown of domestic use into resident and
on-resident.

The revenues for 2016 were calculated on the basis of AIT
resolution 32/2016 and amount to a total of € 223.6 mil-
lion (€ 89.4 million attributable to the Group), including
the adjustment of pass-through items.

In terms of funding sources, on 30 April 2015, the Com-
pany signed with the EIB a loan of € 58 million maturing at
the end of 2020. On 30 March 2016, a loan contract was
signed maturing on 30 June 2021 for € 110 million, which
had been paid out in its entirety as of the date of this doc-
ument. This loan has partly been used to repay the ongoing
loans and mortgages.

Tuscany - Acquedotto del Fiora S.p.A. (Ato6 - Ombrone)
Based on the agreement signed on 28 December 2001,
the operator (Acquedotto del Fiora) is to supply integrated
water services on an exclusive basis in AT(g g: consistin
of public services covering the collection, abstraction an§
distribution of water for civil use, sewerage and waste water
treatment.

The concession term is twenty-five years from 1 January 2002.
In August 2004, ACEA - via the vehicle Ombrone SpA

- completed its acquisition of an interest in the Company.
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With regard to the 2016-2019 tariffs, the Company sent
to the A%T the documentation required for determining the
tariffs for the second regulatory period; as for the other
Tuscan water companies, on 27 June 2016, the AEEGSI
sent to the AlT and the Company a formal notification to
fulfil pursuant to art. 1 of Resolution 307/2016/R/idr, es-
tablisﬁing a deadline of 30 days from receipt of same for
the dispatch of the proposed tariff for the second regula-
tory period 2016-2019. Therefore, on 27 July 2016, Ac-
quedotto del Fiora submitted the 2016-2019 tariff request
pursuant to articles 7.5 and 7.6 of resolution 664/2015.
On 5 October 2016, in resolution no. 32, the AlT approved
the tariff for 2016 and the remaining years of the second
regulatory period in addition to the 2016-2021 Plan of
Interventions, the Economic-Financial Plan and the new
awarding agreement: the tariff calculations envisage the
recognition of the additional costs (OpexQC) concerning
aspects linked to adjustment to the Service quality stan-
dards, for € 0.8 million, and the FNI component for € 8.0
million. The proIosaI agproved by the AIT envisages a tariff
multiplier of 4.4% for 2016. This has not yet been approved
by the AEEGSI.

The revenues for 2016 were calculated on the basis of AIT
resolution 32/2016 and amount to a total of € 96.6 million
(€ 38.6 million attributable to the Group), including the

adjustment of pass-through items.

In terms of funding sources, Acquedotto del Fiora signed
a loan contract in ﬁune 2016 for € 143 million maturing
at the end of 2025. The loan is paid out at a variable rate
and envisages guarantees on the current accounts and re-
ceivables o% the Company and the pledge on the shares of
Acquedotto del Fiora that are owned by Ombrone.

In order to protect itself from an excessive market volatility,
in line with that stated in the term sheet, in the light of the
economic convenience and financial risk evaluations, the
Company implemented among some of the Financing En-
tities a plain vanilla type hed{ge of 70% of the “Loan” until its
maturity date, through the finalisation of Interest Rate Swap
transactions to transform the variable rate to fixed rate. The

pay-back of the loan started in December 2016.

Umbria — Umbra Acque S.p.A. (Atol — Umbria 1)

On 26 November 2007 ACEA was definitively awarded
the tender called by the Area Authority of Perugia ATO
1 for selection of the minority private business partner of
Umbra Acque S.p.A. (concession expiry 31 Becember
2027). A stake in the company (40% of the shares) was
acquired on 1 January 2008.

The company performed its activities in all 38 Municipali-
ties constituting ATOs 1 and 2.

The tariff calculations for the second regulatory period were
carried out in the session of the Sole Assembly of ATO1 and
ATO?2 at the end of June and definitively approved by the
AEEGSI in resolution 764/2016/R/idr of 15 December 2016.
The national Regulator has substantiall confirmed the tar-
iff proposal approved by the EGA whicK for 2016 envisages
a tarift multiplier of 1.055 and the recognition of the com-
ponent linked to commercial quality (so-called OPEXqc)
amounting to € 150 thousand. This component amounts to
€ 2 million for the following years.

On the basis of the calculations made by the AEEGSI, the
revenues for the year were valorised, amounting to a to-
tal of € 60.5 million (€ 24,2 million attributable to the
Group), including the adjustment of pass-through items,

CONSOLIDATED FINANCIAL STATEMENTS

and also including a FoNI component of € 0.3 million (€
0.1 million attributable to the Group), entirely allocated to
the tariff discounts for disadvantaged users.

[t must be noted that the Economic-Financial Plan ap-
proved in the aforementioned resolution 764/2016 envis-
ages a plan for the repayment of the residual debt at 31 De-
cember 2015 (about € 12.5 million) to the Municipalities
for the fee due, as per the Agreement, for the repayment
of the mortgage rates contracted by the Municipalities for
the realisation of the Integrated Water Service. The plan
envisages the repayment of the debt in five annual pay-
ments from 2017 at constant rates.

It must also be noted that, through the submission of an
Extraordinary Appeal to the Head of State filed by the
legal counse?lof the Umbro Acqua Pubblica Committee
against ATl Umbria 1 (and against Ati Umbria 2 and Umbra
Acque S.p.A. as co-interested parties), Resolution no. 6 of
28/04/2015 was challenged for annulment after suspen-
sion, in which the ATI1 had approved the adjustments for
the 2003/2011 back-dated items (the annua{ fees prior to
the advent of the AEEGSI, on which residual tariff duties
were due to the ATI), with the consequent request for pay-
ment on the part of the utility Operator. In this Appeal, the
Umbro Acqua Pubblica Committee claimed both formal
technicalities (such as the failure to publish on the official
noticeboard by ATl Umbria 1 the Resolution in its final ver-
sion and the relevant annexes, which ATl Umbria 1 then at-
tempted to remedy this by subsequently issuing validation
deeds) and technicalities concerning the disputed legitima-
cy of this document approving the adjustments in supposed
breach of the principle of the retroactivity of the tariff. This
appeal is a ratEer “justice” type of remedy, a burden of an
administrative nature, which the accused ATl Umbria 1 and
the co-interested party Umbra Acque have challenged in
a request for the transposition of the appeal to the juris-
diction of the Umbra Igegional Administrative Court and
the plaintiffs, by deed dated 22/02/2016, ritually appeared
before the Umbria Regional Administrative C,Yourt, with
the reserve to submit additional reasons, for the annulment
after suspension of Resolution no. 6 of 28/04/2015 and
relevant annexes, in which the ATl Umbria 1 approved the
adjustments for the 2003/2011 backdated items.

\/\ﬁe believe that the risk of losing the case is remote, given
that the ATl resolution is baseg on the dispositions con-
tained in AEEGSI resolution no. 643/2013 (it was there-
fore legitimated and bound to do so) and the calculation
of the adjustment is a consequence of that envisaged by
the normalised method then in force and the dispositions
of conventional regulations (and therefore a right of the
company). It is also very obvious that the eventual, albeit
improbable, negative outcome of the dispute would gener-
ate costs that could not fail to be restored during the tariff
review, as this could even be reasonable grounds for an ex-
traordinary review of the tariffs.

On 29 April, the Company was notified, by registered let-
ter, of the additional Extraordinary Appeal before the Head
of State in which the Umbro Acque Pubbliche Committee
challenged the deed of validation of ATI Umbria 1 adopted
in Shareholder’ Meeting Resolution no. 13 dated 30.11.2015
concerning the adjustment of the backdated items already
deliberated by ATf Umbria 1in the previous measure no. 6
of 28.04.2015, which was the subject of a previous dispute
(Extraordinary Appeal transposed to the Umbria Regional
Administrative Court). The final considerations made for
the preceding dispute are also valid for that one.
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RELATED PARTY TRANSACTIONS

ACEA GROUP AND ROMA CAPITALE

Trading relations between ACEA Group companies and
Roma Capitale include the supply of electricity and water
and provision of services to the Municipality.

Among the principal services are the mana%ement, main-
tenance and upgrading of public lighting facilities and, with
regard to environmental-water services, the maintenance
of fountains and drinking fountains, the additional water
service, as well as contract work.

Such relations are governed by appropriate service con-
tracts and the supply of water and electricity is conducted
onanarm’s |engtﬁ basis.

It must be pointed out that ACEA and ACEA Ato 2, re-

spectively, provide public lighting and integrated water ser-
vices under the terms of two thirty—year concession agree-
ments. Further details are provided in the section entitled
“Service concession arrangements”.

For further information regarding relations between the
ACEA Group and Roma éapita e, reference should be
made to the disclosures regarding receivables and payables
vis a vis the Parent Company in note 23 of this document.

As regards economic relations, the following table shows
details of revenues and costs at 31 December 2016 of the
ACEA Group (compared to those for the previous year)

deriving from the most significant financial relations.

€ thousand REVENUES COSTS

31.12.2016 31.12.2015 31.12.2016 31.12.2015
Supply of fresh water 35,914 37,216 0
Supply of Electricity 0 13,724 0
Public lighting service contract 68,508 55,017 0
Public lighting contract interest 3,914 3,621 0
Water maintenance service contract 139 217 0
Monumental fountain service contract 139 217 0
Realization of water sanitation works 557 0
Concession fee 0 0 25,646 21,601
Rental expenses 0 0 120 138
Taxes and duties 0 0 6,293 5,560

During the course of the year, Roma Capitale main-
ly through payments paid out a total amount of €
108.784 thousand. Reference should be made to note

23 for details on the impact of these transactions, while
the table below summarises the changes in receivables

and payables.

€ thousand 31.12.2015  Collections/Payments Accruals 2016 31.12.2016
Receivables 163,325 (87,609) 103,889 179,604
Payables 162,005 (108,784) 89,062 142,284

ACEA GROUP AND ROMA CAPITALE GROUP

The ACEA Group also maintains trading relations with other
companies, special companies and entities owned by Roma
Capitale, concerning the supply of electricity and water.

The supply of services to entities owned by the Roma Cap-

itale Group is also conducted on an arm’s length basis. The
Prices applied to sales of electricity to free market users are
in line with the sales policies of Acea Energia.

The following table shows the most significant amounts de-
riving from relations between the AéEA Group and enti-

ties owned by the Roma Capitale Group.

Roma Capitale Group Trade payables Costs Trade receivables Revenues
AMA S.PA. 201 1,485 7,387 9,598
ATAC S.PA. 317 268 4,794 2,171
ROMA MULTISERVIZI S.P.A. 468 736 0 0
Total 985 2,489 12,181 1,769
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ACEA GROUP AND MAIN CALTAGIRONE GROUP
COMPANIES

The ACEA Group companies maintain trading relations
that mainly concern the suppl of electricity and water.
The supply of services to entities owned by this company is

Revenues

€ thousand

also conducted on an arm’s length basis. The prices applied
to sales of electricity to free market users are in line with
the sales policies of Acea Energia.

The Following table shows the most significant amounts deriving
from relations between the ACEA Group the main companies
in the sphere of the Caltagirone Group as at 31 December 2016.
Receivables

Costs Payables

Caltagirone Group 3,731

8,848 2,156 3,633

ACEA GROUP AND SUEZ ENVIRONNEMENT
COMPANY SA GROUP

At the reporting date there were no relationships with the
Suez Group.

CONSOLIDATED FINANCIAL STATEMENTS
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LIST OF SIGNIFICANT RELATED

PARTY TRANSACTIONS

ACEA and Roma Capitale: LED Project

The project involves the almost complete replacement of
light fittings of existing street lighting installations in place in
Roma Capitale with Light Emitting Diode (LED) equipment.
Once obtained the reasoned binding opinion of the Board
of Statutory Auditors, acting as "equivalent supervisory
body" pursuant to paragraph 1% of Consob Communication
no. DEN\ /10078683 of 24 September 2010, the Board
of Directors aﬁproved the transaction on 22 April 2015 and

finalizing and signing the Implementing Instrument with Roma
Capitale [...] with authority to make any non-material amend-
ments and/or additions that are considered useful and/or neces-
sary for the d(efnitive and formal execution of the transaction’.
The private deed concerning the LED Plan was signed in
June 2016.

The table below shows the percentage weight of transac-
tions with related parties on the statement of financial po-

granted the Chief Executive Officer "the powers necessary for  sition, the income statement and the cash flow statement.
IMPACT ON THE STATEMENT
OF FINANCIAL POSITION
With related With related
€ thousand 31.12.2016 parties Weight 31.12.2015 parties Weight
Financial Assets 27,745 25,638 92.40% 31,464 29,109 92.5%
Trade Receivables 1,097,441 129,284 11.80% 1,098,674 157,905 14.4%
Current Financial Assets 131,275 117,309 89.40% 94,228 80,593 85.5%
Trade Payables 1,292,590 148,998 11.50% 1,245,257 157,020 12.6%
Borrowings 151,478 4,010 2.60% 259,087 35,931 13.9%
IMPACT ON THE INCOME STATEMENT
With related With related
€ thousand 31.12.2016 parties Weight 31.12.2015 parties Weight
Consolidated net revenue 2,832,417 134,931 4.8% 2,917,318 147,51 5.1%
Consolidated
operating costs 1,965,415 42,333 2.2% 2,213,865 45,684 21%
Total Financial (Expense)/
Income (111,564) 4,253 (3.8%) (91,083) 335 (0.4%)
IMPACT ON THE STATEMENT OF CASH FLOWS
With related With related
€ thousand 31.12.2016 parties Weight 31.12.2015 parties Weight
Increase in receivables
included in the working
capital (56,652) (28,621) 50.5% 120,504 (1,705) (1.4%)
Increase/decrease
in payables included
in the working capital 47,334 (8,021 (16.9%) (23,321 26,147 (112.1%)
Proceeds/payments
deriving from other
financial investments (33,328) 33,246 (99.8%) 1,553 4,988 321.2%
Dividends received 9,318 9,318 100.0% 7,137 7,137 100.0%
Decrease/Increase in other
short-term borrowings (107,609) (31,921 29.7% 67,774 27,702 40.9%
Dividends paid (110,679) (110,679) 100.0% (101,123) (101,123) 100.0%
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UPDATE ON MAJOR DISPUTES AND LITIGATION

TAX ISSUES

SAO (now incorporated into Acea Ambiente) tax inspection
In October 2008, the Revenue Agency notified the com-
pany with two notices of assessment which reassessed, inter
alia, the tax reports for the tax years 2003 and 2004 with
regard to the IRES tax. The alleged irregularities arise from
the application of Article 14, paragraph 4-bis of Law no.
537 of 24 December 1993.
The appeals filed by the Company were merged by the Tax
Commussion of Terni which, in the month of May 2009, upheld
the application for suspension filed by SAO and in November
2009 stayed the proceedings by raising the issue of the con-
stitutionality of Article 14, paragraph 4 bis of Law no. 537 of
24 December 1993, upon which the tax assessment was based.
By decision of March 2011 the Constitutional Court dis-
missed the constitutionality issue and remanded the pro-
ceedings to the Tax Commission of Terni. In January 2013,
the Commission upheld the appeals filed by SAO and or-
dered the Agency Revenue to pay 50% of the legal costs
incurred by the Company.
By judgment 419/04/14 issued on 24 February 14, filed in
July 2014, the Regional Tax Commission of Umbria reject-
ed the appeal ﬁleE by the Revenue Agency, ordering it to
pay the legal costs. On 21 September 2015, the compa-
ny received from the State Attorney General the appeal
|odged with the Supreme Court by the Revenue Agency
against the aforementioned ruling 419/04/14: SAQ (now
Acea Ambiente) filed its appearance with its defence state-
ment and simultaneous conditional cross-appeal notified on
28 October 2015. To date no date has been fixed for the
hearing before the Supreme Court.
In addition to the above, in November 2008, the Reve-
nue Agency notified the company, and the former Parent
Company EnerTAD S.p.A., with a notice of assessment
that reassessed the IRES tax due for the 2004 tax period,
establishing an additional tax charge of € 2.3 million for
taxes, net of penalties, where applicable. The alleged irreg-
ularities arise from the application of Article 14, paragraph
4-bis of Law no. 537 of 24 December 1993.
SAQ defence arguments were upheld by both the Provin-
cial and the Regional Tax Commission. In February 2013,
the Revenue Agency appealed to the Supreme Court and
the company filed its appearance.
It is believed that the actions of the tax authorities men-
tioned above are illegitimate, and that the risk of having to
pay the full amount is remote, which previous sharehold-
er (Enertad, now Erg Renew) will be obliged to pay on the
basis of the guarantees issued as part of the purchase/sale
agreement regarding the shares of the direct parent com-
Eany A.R.I.A.S.rl ?now Acea Ambiente).

or the sake of completeness, we also mention that in Jan-
uary 2009, the company challenged the decision ref. no.
2058/27753 of 27 November 2%08 by which the Rev-
enue Agency suspended the payment of a VAT refund
claimed by tKe Com any for the 2003 tax year. This re-
fund amounting to 1.3 million euros, was recognized by the
tax authorities, but it was suspended as a precautionary
measure due to the above mentioned tax assessments. The
Tax Commission, with Ruling issued following the hear-
ing held in March 2010, upheld the appeal |o§ged by the
company, thus cancelling the cited measure against the
aforementioned ruling. The Revenue Agency submitted an
appeal in September 2010. The proceedings are in prog-
ress. It should be noted that the receivable concerning the
above VAT refund was sold for valuable consideration in
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July 2010. The buyer lodged an appeal, simultaneously re-
uesting discussion at a public hearing for the cancellation
of measure 73747/2011 by which the Terni Provincial De-
artment of the Revenue Agency declared the sale of said
AT credit from SAQO to said assignee to be unacceptable.
By ruling no. 52/04/12 issued on % October 2011 and filed
on 26 March 2012, the Perugia Regional Tax Commission
rejected the appeal filed by the Tax %uthorities, with reim-
bursement of costs. The F{evenue Agency appealed to the
Supreme Court and the company filed its appearance.

Areti tax inspection

In the Report on Findings (PVC) concerning the general in-
spection 1’Jc)>r 2010, am assessment was also made for the years
from 2008 to 2012 on the taxation treatment of some items
that were previously inspected and had a multi-annual validity.
On the basis of the report in the PVC, the Lazio DRE -
Major Taxpayer’s Office, notified on 23 December 2014
two separate notifications of assessment for 2009, once
concerning the direct taxes (IRES and IRAP) and once
concerning the indirect taxes (VAT). The Company filed
a preventive request on 17 February 2015 and the Office
recanised the validity of the reasons submitted by areti
in relation to its own operations and ordered the complete
annulment of the deetfconcernin the direct taxes. As re-
gards the VAT inspection, the O%ﬁce partially recognised
the reasons put forward by the Company and consequently
ordered the partial annulment of the deed of assessment,
bringing the total request to € 129 thousand plus sanctions.
The Company has deemed it opportune, as regards the VAT
inspection, to undertake a tax-related lawsuit.

On the basis of the same presupposition of the notification
made in the PVC, the Lazio DRE ~ Major Taxpayers’ Office
notified on 19 May 2016 two notifications of assessment
concerning VAT for 2011 and 2012 for € 299 thousand plus
sanctions and interest. The company has submitted a re-
quest for a tax settlement, and after the joint questioning
phase and official proceedings, the office deemed that the
tax settlement proceedings be concluded unsuccessfully.
On 17 October 2016, the Company filed an appeal against

the notifications of assessment within the terms of the law.

Lastly, it should be noted that on 12 April 2016, the Com-
rany was sent a notification of assessment concerning the
RAP treatment of electricity tariff discounts to employees
for the 2011 fiscal year; the dispute involves the amount of
€ 59 thousand. The Company has filed an appeal against
the notification of assessment within the terms of the law
in this case as well.

Tax disputes/lawsuits with ARSE

In January 2016, ARSE, a company at the time already
closed due to complete spin-off, was informed of a notifica-
tion of liquidation of the complementary register fee con-
cerning the requaliﬁcation of the conferment transaction
and suEsequent transfer of the equity investment in Apollo
S.r.l,, a company in the photovoltaic segment. The tax de-
manded, including interest, amounts to € 672 thousand.
The beneficiaries of the ARSE — ACEA spin-off, Acea Lig-
uidation and Litigation (ex Elga Sud) and Acea Produzione,
believe the notiEcation of liquidation is groundless as re-
gards both the obvious technicalities in terms of its form
and as regards the dispute involved in the notification. A re-
quest for protection was filed with the request for the total
annulment of the deed, and should this request not be ac-
cepted, an appeal will be filed before the Tax Commission.
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On 14 June 2012, the Company was delivered a Report on
Findings from the lItalian Financial Police - Rome ?ax Po-
lice Department following its inspection to check the cor-
rect use of the tax suspension provisions under the VAT tax
warehouse system pursuant to article 50-bis of Law De-
cree no. 331 of 30 August 1993 (“VAT Warehouses”), re-
lating to certain assets imported by the company in 2009,
2010 and 2011.
Based on the alleged abusive use of the aforementioned
system by the company, the inspectors charged the com-
pany with failure to pay VAT on imports - for 2009, 2010
and 2011 - amounting to a total of € 16,198,714.87.
On 6 August 2012 the company submitted a defence brief
pursuant to art. 12, paragraph 7, of Law no. 212 of 27 July
2000 concerning the findings contained in the aforemen-
tioned Report on Findings.
The issue relating to the concepts of simulated warehouses
and the introduction of goods to the country is particularly
well-known and debatef, and has been the subject of nu-
merous papers on practices issued by the Customs Author-
ity and several cases of legal intervention.
The company considers that all the factual and legal condi-
tions envisaged in the regulation on the use of VAT Ware-
houses, as interpreted by the relevant administrative bod-
ies, were fully satisfied and therefore the aforementioned
Report on Findings is without grounds.
With regard to VAT warehouses, please also note that, as
concerns the particular case of the provision of services for
the assets heﬁi at the VAT warehouses (case set forth in
letter h) of art. 50-bis of Law Decree no. 331/1993), art.
34, paragraph 44 of Law Decree no. 179 of 18 October
2012 recently amended art. 16, paragraph 5-bis of Decree
Law no. 185 of 29 November 2008 (on the authoritative
interpretation of letter h) of art. 50-bis noted above) es-
tablishing, for that case, that VAT must be deemed defini-
tively paid if, when the merchandise is taken from the VAT
warehouse for marketing within the country, the regula-
tions set forth in paragraph 6 of art. 50-bis of Decree Law
331/93 are correctly implemented, or the reverse charge
rocedures pursuant to art. 17, paragraph 2, of Presidential
E)ecree no. 633 of 26 October 1975 are correctly applied.
That approach appears also supported by Circular no. rg/D of
20 October 2014 issued by the Customs Agency following
the Court of Justice's decision of 17 July 2015 no. C-272/13.

Customs verification of Umbria Energy S.p.A.

On 15 January 2016, the Perugia Customs Office notified
a payment notice to Umbria Energy in relation to a report
on findings which reported the failure to pay excise duties
and surcharges on electricity for the period 2012 - 2013 for
a total amount of € 548 thousand.

Against this measure, the Company is preparing an appeal
before the relevant Tax Commission to obtain acknowl-
edgement of its correct conduct.

OTHER ISSUES

ACEA Ato5 - Pre-2012 Tariffs

By appeal filed by ACEA Ato5 before the Regional Admin-
istrative Court of Latina, the AATO 5 (Area Euthority) was
convicted and ordered to deal with the calculation of the
integrated water service tariff for the years 2006, 2007,
2008 and 2009; the definitive tariff for 2010; the trien-
nial review of the Area Plan for 2011-2013 and the tariff
for 2011. Because of the lack of action of the AATO, the
Regional Administrative Court ordered the Commissioner
appointed in the aforementioned ruling to make it execu-
tive, in ordinance no. 116 of 2012.

In resolution of 30 May 2013, the Commissioner deter-
mined the tariff adjustments.

During the month of June 2015, the Regional Adminis-
trative Court of Latina dismissed the app%ication for the
annulment of the above determination of the Commis-
sioner brought on 31 July 2013 by the Area Authority, as
destitute of legal basis. The dispute was settled in ruling no.
1882/2016, in which the Council of State rejected the ap-
peal filed by AATO 5 and, by effect, confirmed the ruling
of the Regional Administrative Court of Latina, which stat-
ed the legitimacy of the operation of the Commissioner.

ACEA Ato5 - 2016-2019 Tariff

On 9 February 2017, the Company filed an appeal before
the Lazio Regional Administrative Court of Latina for the
annulment of Resolution no. 6 of 13 December 2016 in
which the Conference of Mayors of AATO 5 approved the
tariff proposal of the Sll for the regulatory period 2016-
2019, envisaging the amount of adjustments tor the period
less than that fetermined by in the Operator’s bid (e 77
million against about € 35 million). The different calcu-
lation method used by the STO is essentially due to four
regulatory items: (i) the amount of the FNI (psi coefficient
of 0.4 rather than the 0.8 proposed by the C?ompany); (i)
the recognition of the arrearage costs (3.8% of the returns
rather than 7.1%); (iii) the recognition of the quality charges
(Opex qc), which were actually zeroed and not recognised
by the STO; (iv) the fines totah/ing about € 11 million.

The public hearing for discussing this matter has not yet
been set.

ACEA Ato5 - Injunction Order requested for credit
collection on the settlement agreement of 2007 with AATOS5
With regard to the € 10.7 million receivable for higher
costs incurred in the 2003-2005 period, pursuant to the
Settlement agreement of 27 February 2007, on 14 March
2012, ACEA AtoS lodged an appeal for an injunction order
concerning the receiva%les recognised by the A.ATO to the
company §ue to the higher costs incurred by the Operator
in the first three years of management (2003-2005), to-
talling € 21.5 million.

Accepting the appeal, the Court of Frosinone issued In-
junction Order no. 222/2012, enforceable immediately,
notice of which was served to the Area Authority on 12
April 2012.

By notice dated 22 May 2012, the AATO sent notice of
its opposition to the injunction order, requesting the can-
cellation of the order and, as a precautionary measure, the
suspension of its provisional enforcement. Moreover, as a
counterclaim, it submitted a claim for the payment of con-
cession fees totalling € 28,699,699.48.

ACEA Ato5 appeared before the court in the proceed-
ings against the injunction order, challenging the adver-
sary’s demands and in turn formulating a counterclaim
for the payment of the entire amount of higher costs in-
curred by the Operator and originally requested, totalling
€ 21,481,000.00.

Following the hearing on 17 July 2012, the Judge - in an
Order filed on 24 July - suspended the temporary enforce-
ment of the injunction order, and postponed to a later date
the discussion of the merits of the issue.

The judge also rejected the request for an order of payment
of the concession fees submitted by the A.ATO.

During the hearing on 21 November 2014, the judge with-
drew its reservations on the motions for admission of evi-
dence filed by the parties and fixed the hearing for the final
statements at 15 November 2016. In the hearing, the Judge
granted the terms for the closing statements an§ replies and

withheld the decision, which was filed on 28 February 2017.
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The civil Judge revoked the injunction order issued in 2012,
rejected the subordinate settlement request by ACEA
Ato5 and filed the remission of the preliminary proceedings
of the case as regards the settlement request proposed by
the STO concerning the payment of the concession fees.
The Company is appealing against this decision.

ACEA Ato5 - Termination of the Management Agreement
The Company has appealed (no. 316/2016) against reso-
lution no. 2 by the Conference of Mayors of 18 February
2016, in whic?: the procedure was started for contractual
termination and the consequent notice to fulfil was sent to
the Company in March 2016. It has also challenged reso-
lution no. 7 of 13 December 2016 in which termination was
decided, submitting additional reasons for appeal no. 316
and simultaneously demanding compensation for dama%fs.
The public hearin for discussing the merits of the issue has
been fixed at 23 November 2017. For more details on the
contents of the proceedings mentioned, see the paragraph
entitled “Information on concession arrangements”.

ACEA Ato5 - Consorzio ASI

Injunction Order undertaken by the Consorzio ASI for the
repayment of the portion of the treatment service carried out
on behalf of ACEA Ato5 (value € 6,470.824.39). The order
was challenged and the hearing has been set at 28 April 2017.

GORI - Dispute over water supplies: ARIN

Several judgments are pending concerning disputes be-
tween GJO|§| and A.R.ILN. S.p.A. (Now Azienda Speciale
ABC) in relation to the cost of water supplies provided in
favour of ATO 3.

ABC operates, obviously, in the territory of the Munic-
ipality of Naples and is the special company of that mu-
nicipality that has taken the place of A.E.L . S.p.A. The
Municipality of Naples belongs to the territory of ATO 2
“Naples-Volturno” of the Campania Region.

On the basis of very old concession agreements ABC uses
its own sources of supply (Serino Aqueduct of ATO 1Tin the
Campania Region and the well field of Casalnuovo in ATO
2 in the Campania Region) and also purchases water from
the Campania Region.

Currently, ABC supplies water wholesale directly to several
municipalities, to Cngl and even to the Region.

The matter in dispute is that the tariff ABC applies to
sub-contractors is about two times higher than the regional
tariff; the regional rate is equal to 0.225% €/m? whiFe the
ABC's tariff is currently 0.56 €/m?>.

On the contrary, ABC should be applying the tariff for wa-
ter distributed wholesale in respect of the EU and national
cost orientation principle (see the most recent AEEGSI
provisions on the subject) i.e., with the aim of recovering
only “actual costs” incurred to distribute the water, also in
consideration of the fact that ABC is not authorized to sell
water wholesale.

Moreover, the assessments currently carried out by AEEG-
Sl as part of the preliminary joint investigation and the re-
cent analysis submitted by the Commissioner of the Nap-
oli Volturno Area Authority, have established that the unit
cost of the water supplied by ABC is certainly lower than
that currently applied and, according to the above analysis,
it amounts to 0.33748 €/cm against the value declared by
ABC of 0.56 €/m3.

Obviously, this situation causes an increase of cost on the
integrated water service tariff of ATO no. 3, with repercus-
sions on end users in the municipalities of that ATO.

The above considerations were extensively reported and
discussed at a Services Conference called for this purpose
by the Sarnese Vesuviano Area Authority, during which it
was considered - following the outcome of a special tech-
nical investigation - that the operating costs For abstrac-
tion works are considerably lower than the tariff applied by
ABC to its sub-suppliers. These management costs would
be much lower in consideration of the fact that the trans-
port/vectoring of water wholesale is mainly done so that
the typical and significant costs (mainly energy-related)
for “raising” the water are not incurred. It does not appear
to bejusti%able that the municipality of Naples determines
tariffs (applied by ARIN) which impact the end users of
other municipalities and even of another A.T.O. (ATO 3, to
be precise). For these reasons, the dispute between ABC
(former A.R.I.N. S.p.A.) and GORI is still ongoing.

For these reasons in 2013 GORI challenged (1) before the
Campania Regional Administrative Court, the measures
by which ABC has determined, on the basis of AEEGSI
Resolutions no. 585/2012 and no. 88/2013, the new tariff
applied to sub-distributors, and (ii) before the Lombardy
Regional Administrative Court, AEEGSI Resolution no.
56%/2013, with regard to the portion that approved the
rates applied by ABC in 2013.

There are currently 10 pending judgements between ABC
and GORI, including the two above-mentioned before the
Campania Regional Administrative Court of Naples and
the Lombardngegional Administrative Court of /\X)ilan.
Lastly, it should be noted that the Civil Court of Naples
may Kean towards not recognising the claims of ABC should
there not be a written utility contract in force between the
two parties (ABC and GORLD.

In any event, the due application of the regulatory frame-
work concerning unbundling should as of 2017 favour the
settlement of the dispute on the basis of the presupposition
that the costs for each segment of the integrated water cy-
cle must be detailed.

GORI - Dispute against the Campania Regional Government
for annulment of Regional Council Resolution No. 172/2013 -
art defining the methods for transferring Regional Works

rt should be noted that the proceeding in question, started
by an appeal by GORI for tﬁe annulment of the resolution
by Campania Regional Council no. 172/2013 was settled
in ruling by the éampania Regional Administrative Court
of NapFes, no. 1544 of 24 March 2016, which stated the
lack of interest, due first and foremost to the dispositions
of Regional Law no. 5/2015 which have superseded resolu-
tion no. 172/2013. The Regional Administrative Court thus
shared the arguments put forward by GORI, but exclud-
ing its responsibility invoked by the Region for the delayed
transfer of the Regional Works concerning the integrated
water system in A1gO 3 still managed by the Region itself.

E.ON. Produzione S.p.A. proceedings against ACEA,
ACEA Ato2 and AceaErectraEe| Produzione

These proceedings were launched by E.ON. Produzione
S.p.A., as successor to ENEL regarding a number of conces-
sions for the abstraction of public water from the Peschiera
water sources for electricity production, to obtain an order
against the jointly and severally liable defendants (ACEA,
ACEA Ato% and AceaElectrabel Produzione) for payment
of the subtension indemnity (or compensation for damage
incurred due to illegitimate subtension), which remained
frozen to that set in the 1980s, amounting to € 48.8 mil-
lion (plus the sums due for 2008 and |ater§ or alternatively
payment of the sum of € 36.2 million.

2 This value does not take into account the effects of AEEGSI Resolution 338/2015/R/idr.
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As for the decision of the TRAP (Regional Court of Pub-
lic Waters), before which a ruling is pending regarding the
matter in question, to arrange for a court-appointed expert
as regards the values of subtension for branching off, an
subsequent reduction in hydroelectric production and in-
demnities due, the judge suspended the 3 October 2013
hearing where memoranda were presented concerning the
Eartial payment of the unpaid fees. In the 9 January 2014
earing, a decision on the case was not taken.

On 3 May 2014 the TRAP (Regional Court of Public Wa-
ters), in guling No. 14/14, quashed E.ON.s applications
ruling that the 1985 agreements are still valid, considering
the application to be limited to the ‘subtension price’, ruling
however that relevant to the measurement of adjustments
to be inadmissible.

E.ON was ordered to pay 32 thousand euros for court
costs plus accessory charges and Court appointed expert

fees. On 23 June 2014 E.ON filed an appeal with the
Higher Court of Public Waters, the first hearing of which
will be held on 1 October 2014. After a number of proce-
dural postponements, at the hearing of 14 January 2015,
the proceedings were deferred to the hearing bef>c/>re the
panel of judges on 10 May 2015, also with respect to the
decision on the request for a new court appointed expert
appraisal submitted br E.ON. As of 29 February 2016, the
Higher Court of Public Waters had not yet issued a ruling.
The appeal was rejected in ruling no. 243/2016, and E.OI\%
was ordered to pay the legal costs.

By appeal before the United Sections of the Court of Cas-
sation on 20 December 2016, the counterparty challenged
the ruling of the TSAP; ACEA’s counter appeal was noti-
fied on Z%January 2017.

ACEAS.p.A. - SASI
In ruling 6/10, the TRAP (Regional Court of Public Wa-
ters) accepted the request submitted by ACEA against the
Societa Abruzzese per il Servizio Integrato S.p.A. (SASI)
for the compensation of damage for the illegitimate with-
drawal of water from the Verde river. ACEA was awarded 9
million euros, plus interest accrued from 14 June 2001 until
30 July 2013 as compensation for the damage suffered.
The sentence, which is not temporarily enforceable, was ap-
ealed by SASI before the TSXP (Higher Court for Pubﬁc
C\/aters) and ACEA filed a cross-appeal. In non-definitive
judgment No. 117/13 on 11 June 201£the TSAP, upholding
one of the reasons for appeal, adjourned the proceedings
apgointing an expert to estimate the damage suffered by
ACEA in the period 2010/2013. The TSAP set the hearing
for 23 October 2013, then adjourned the proceedings un-
til 27 November 2013. At this hearing the same court-ap-
pointed expert from the first instance was assigned to
the case which was adjourned until 14 May 2014 for the
court-appointed expert's findings. The court appointed ex-
pert appraisal was filed, which reduced the amount owed by
SASI to 6 million euros and, at the hearing on 28 January
2015, the Higher Court dismissed the adverse party appli-
cation for a request for clarification to the expert, adjourn-
ing the case to 27 May 2015 for the decision. The case was
again postponed to the hearing before the panel onud§es
on 25 November 2015 for the decision. In ruling no. 16/17,
filed on 1 February 2017, the TSAP recognised to Acea the
sum of € 6,063,361.00 plus offsetting legal interests on
the sum reviewed year by year from 2001 to 2010 and in-
terest on arrears from decision to payment. The terms for
appealing to the Court of Cassation are pending.

AS.A. - Acea Servizi Acqua - SMECO
By means of summons notified in autumn 2011, ACEA was
summoned to court to respond to the alleged damage that

its a||eged non-compliance with unproven and non-existent
obligations which are assumed to have been adopted under
the shareholders’ agreement relating to subsidiary A.S.A. -
Acea Servizi Acqua - would have caused to minority share-
holders of the latter, and their respective shareholders. The
claim is worth over € 10 million.

The judge upheld SMECO's claim and appointed a
court-appointed accountant to calculate the costs borne,
loss of profit and any payable fees by effect of the seller's
option in the shareholders’ agreements.

At the 11 February 2014 hearing held to discuss the com-
ments on the expert's statement, the Judge set a time limit
for the parties to present notes to the court-appointed ex-
pert and called the court-appointed expert for clarifications
on 20 March 2014.

Following the above-mentioned comments, the Delegated
Judge, at the hearing of 20 March 2014 issued a decision,
substantially admitting the pleadings of the defence and of
ACEA's appointed expert, postponed the case to the hear-
ing on 1 ﬁjly 2014, in order to better define, jointly with
the parties and the party's appointed expert, the documen-
tation to be acquired from ACEA Ato 2 and proceed to
suprlement the Court Expert Report. During the hearing
on 1July 2014, the new Judge reserved a decision on the
request for additional consultancy, which was subsequent-
ly rejected by decision issued outside the hearing. gn 20
j;nuary 2015 the case was adjourned for judgment. By
judgment no. 17154/15 of 17 August 2015, the Court en-
tirely dismissed the application and ordered the parties to
Jjointly reimburse the costs to ACEA which were assessed
in 50,000 euros in addition to incidental expenses. On 1
October 2015 SMECO lodged an appeal before the 2nd
Civil Section of the Rome Court of Appeal General Dock-
et 6033/15. At the hearing of 3 February 2016, the case
was adjourned for the conc?usions to 11 April 2018.

Volteo Energie

ARSE (and therefore Acea Produzione and beneficiary of
the total spin-off of ARSE) submitted an application for
an injunction order against Volteo Energie, to which only
partially paid PV panels were supplied. The residual debt is
approximately 2 million euros. The counterparty opposed
the immediately notified claim, and also submitted claims
for compensation for alleged production gaps in the supply.
While the proceedings continue - and without prejudice to
the fact that any faults in the panels can be charged back
to the manufacturer - by order on 12 February 2013, the
Court approved provisional enforcement of the injunction
order for € 1,283,248.02 plus interest and costs (suspend-
ing a decision on the remaining € 654,136.66 until the end
of the enquiry).

After requisition of € 1,347,787.38, Volteo proposed the

ayment of the amount due in instalments.

[i]'hey have already paid the entire amount of the requisition
equal to € 1,347,787.38. The proceedings continue to eval-
uate the portion of ARSE receivables not covered by the
provisional enforcement and to examine Volteo's application
for acknowledgment of the penalty and damages. The case
was adjourned to 21 October 2014 to hear the witnesses
and, after that, appointment of a court-appointed expert if
necessary, while a settlement of the dispute does not seem
probable. The lawsuit, after rejection of the request for a
court appointed expert, was adjourned for the decision to
the hearing of 5 July 2016. In a partially favourable ruling
filed on 26 November 2016, the gourt revoked the Injunc-
tion Order challenged and, acknowledging the payment of
€ 1,283,248.02 by Volteo Energie, as per ordinance of 6
February 2013 which had granted the provisional partial ex-
ecution of the Injunction Order, declared that Volteo En-
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ergie did not owe the counterparty anything else. The costs
were 1/3 offset and Volteo Energie has been ordered to pa
the remainder, totalling € 25 thousand. Unless challengeti
the ruling will be become final on 26 May 2017.

Milano 90 dispute

This issue concerns Milano '90's failure to pay 5 million eu-
ros due for the balance of the sale price of the area in the
municipality of Rome with access from via Laurentina No.
555, formalised on 28 February 2007 and with a subse-
quent supplementa?/ deed of 5 November 2008. With the
supplementary deed, the parties aireed to change the fee
from € 18 million to € 23 million, while eliminating the earn
out, setting 31 March 2009 as the payment deadline.
Given the purchaser's failure to act, the procedure to col-
lect the amounts due was initiated by preparing a notice
pay addressed to Milano ‘90 and through application for an
injunction order which, on 28 June 2012, was granted in a
temporarily enforceable form.

Therefore, the aforementioned injunction order was no-
tified on 3 September 2012 and on 23 November, it was
delivered to the Judicial Officer for third-party seizures,
for the coercive collection of the amounts due. onday, the
objection by Milano ‘90 is pending before section X of the
Court of Rome. An additional proceeding within this case
was established pursuant to art. 649 of the Code of Civil
Procedure, aimed at suspending the temporary execution
of the challenged injunction order. This suspension was
approved by the Judge. The executive proceedings start-
ed after the granting of provisional executive status to the
decree now suspended is also suspended.

At the hearing on 13 March 2014, the Judge reserved the
decision as to the admission of evidence.

By decision dated 7 April 2014 the Judge, considering that
a technical survey was needed to assess the land planning
situation of the property and deciding to admit the wit-
nesses evidence as requested by ACgEA, adjourned the
hearing to 18 December 2014 for the witness hearing and
engagement of the Court appointed expert. By ruling of
6 November 2015, the Investigating Judge, on request
by the court-appointed expert, adjourned the case to 28
January 2016 for the filing of the technical consultancy.
The Judge did not decide, adjourning to 5 May 2016. The
court-appointed expert filed the clar%cations requested by
the judge on the evaluations given on the actual value of
the ]Janc?and the case was adjourned to 15 June 2017 for the
closing statements.

Trifoglio dispute
The complex dispute consists of a case filed as a plaintiff and
also a case appearing as a defendant.

Case filed as a plaintiff: this issue concerns the breach by
Trifoglio of its ogligation to pay the balance of the amount
due €€ 10.3 million), pursuant to the sale contract regard-
ing the so-called Autoparco groperty, which should have
been paid on 22 December 2011.

In consideration of Trifoglio's breach, a notice was served
aimed at signing a deed to voluntarily terminate the sale
agreement of 2% December 2010, and then to file a claim
before the Court of Rome, pursuant to art. 702-bis of the
Code of Civil Procedure. The hearing for the appearance
of the parties before the court set for 13 November 2012
was postponed to 30 April 2013 FollowinETrifog\lio's call of
a third-party to appear before the court (Piano Assetto C9
Stazione Ostiense Consortium).

In the meantime, ATAC Patrimonio filed a claim for the
termination of the sale agreement of 22 December 2010
for the portion for which it is responsible.
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After turning the proceedings from summary to ordinary,
the Court adjourned the case to 7 May 2014 tor the admis-
sion of evidence, by granting the time limit for filing briefs
pursuant to art. 183, paragraph 6 of the ltalian C,gode of
Civil Procedure with eEect from 14 January 2014.
Together with the submission of briefs pursuant to art. 183
no. 1 of the ltalian Code of Civil Procedure, a new defence
counsel for Trifoglio filed its appearance in the proceedings
that charged ACEA for a new breach on account of the
alleged impossibility to complete the development of the
area covered by the sale agreement.

The hearing was adjourned to 14 October 2014 for joinder of
proceedings with another case, which has the same subject
and was filed by ATAC Patrimonio, and for the possible join-
der of proceedings with the case filed by Trifoglio (see beﬁow).

Case appearing as a defendant: in addition a new summons

y Trifoglio was acknowledged, a%ain concerning the deed
of sale and aimed at having it declared null and void. In the
summons, Trifoglio requested joinder with the proceedings
instituted by AéEA, in addition to requesting the admis-
sion of an expert opinion. The summons, which as well as
to ACEA was also served to ATAC Patrimonio, contains a
claim for damages of approximately € 20 million. In the
briefs submitteg pursuant to art. 183 no. 2 of the ltalian
Code of Civil Procedure, the counterparty requested the
admission of the expert advice essentiaﬁy to assess the pos-
sibility to proceed with development of the area. At the
hearing herd on 27 May 2014 to discuss the summons filed
by Trifoglio, the case was remanded to the District Presid-
ing Judge who ruled the proceedings be readmitted to the
Judge who heard the case brought by ACEA, as the cases
are related. As matters stand, the questions raised by the
opposing party appear to be groundless.

The cases were joined before the Court that was hearing
the case filed as plaintiff by the company, and both actions
were adjourned to the hearing on 7 April 2015 after re-
formulation of the questions submitted to the Court Ap-

ointed Expert. The case was postponed to the hearing on
6 October 2015 for the final appointment of the expert by
the court and assignment of the mandate, once the prelim-
inary procedural issues have been solved. The hearing for
discussion of the appraisal was scheduled for 20 January
2016 on request of the court appointed expert to make use
of assistants and the case was su sequently adjourned to 15
June 2016 for the filing of the expert’s report. The consul-
tancy was filed on said date. On 21 September 2016, the
expert examination was conducted. As a result of the claims
by ACEA’s defence, the judge, in ruling of 2 December
2016, merely called upon the court-appointed expert again
for clarifications on the calculation method used and con-
sequent fulfilment of the contractual guarantee, adjourning
the case to 14 February 2017. In theiearin on 14 Febru-
ary 2017, the Judge revoked the procedure fgor calling upon
the court-appointed expert, thereby ending the expert’s in-
volvement. [geeming the case ready for settlement, it was
adjourned to 29 March 2017 for the closing statements. In
the hearing, the judge sent the case for ruling, assigning the
terms for Eling the closing statements and replies.

Kuadra dispute

Within the scope of the Kuadra S.r.l. dispute against the
subsidiary Marco Polo S.r.l. in liquidation for alleged breach
of contract related to participation in the %emporary
Grouping of Companies for the CONSIP order, lawsuits
were also filed against the same Kuadra S.r.l. and the share-
holders of Marco Polo (therefore: ACEA, AMA and EUR)

as well as Roma Capitale.
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This summons was filed by the counterparty on the basis
that Marco Polo was under the management and coordina-
tion of all direct and indirect Shareholders.

ACEA holds that, also in consideration of the generic na-
ture of Kuadra S.r.l''s reasonin attributing responsibility to
the Shareholders of Marco Po%o S.r.l.in liquidation, the risk
of an unfavourable ruling is considered remote, while the
indirect risk as a Marco Fgolo Shareholder, has already been
considered in the assessment of risks with the subsidiary.
The case was adjourned to 19 January 2016 for the deci-
sion on the admission of evidence. The judge reserved the
decision on the matter. Annulling said reserve, the Judge
rejected the claims demanded by the plaintiffs, adjourning
the case to 4 October 2016 for the closing statements. As
a result of the start of negotiations for tﬁe amicable set-

tlement of the dispute, the hearing was adjourned to 20
February 2017 and again to 29 May 2017.

ACEA S.p.A. and ACEA Ato2 S.p.A. - Province of Rieti
The Province of Rieti served a summons to ACEA and
ACEA Ato 2, requesting compensation (for various rea-
sons) for the damage that it would suffer due to failure to
approve the agreement on the so-called interference be-
tween the various services.

The Province of Rome, the Area Authority ATO2 Central
Lazio Rome, Roma Capitale and the Lazio ge ion were also
summoned together with ACEA and ACEA Ato 2.

The value of the dispute is high: to date approximately €
90 million (€ 25 million until 31 December 2005 and € 8
million per year for the subsequent period), but the struc-
ture of the defensive arguments is rather fragile, especially
against ACEA. First the identification of the competent
court appears open to challenge: the Ordinary Court in
place of the Regional Court of Public Waters; second, the
compensation |iabi|i13/ for delay in approving the interfer-
ence agreement is definitely not attributable to ACEA,
since it was not due to the conduct of the company.

The case was adjourned to 14 July 2015 for the admission
of evidence requested by the parties within the established
time limit and was postponed again to the hearing of 2 Feb-
ruary 2017 for the submission of the closing statements,
since the proceedings involve legal issues with relevant pre-
liminary objections. At the hearing, the case was further

adjourned to 19 September 2017.

Dispute with Giancarlo Cremonesi

Former ACEA Chairman, Giancarlo Cremonesi, filed an
appeal before the Court of Rome, Employment section,
asking for an order requiring the company to pay in his fa-
vour the remuneration not received due to the early ter-
mination of his office as well as the related non-material
damages. In ruling no. 4362 of 5 May 2016, partially unfa-
vouraEle (failure to recognise the request for compensation

for damages), ACEA was ordered to pay the remuneration
due. This was done in July 2016.

Dispute with Andrea Peruzy and Maurizio Leo

With similar actions brought before the Court Employment
Division, former Directors of ACEA S.p.A. Peruzy and Leo,
summoned ACEA and requested that the Company be or-
dered to pay in their favour the remuneration not received
by them - amounting to € 190 thousand and € 185 thou-
sand respectively - due to the early termination of office, and
compensation for pecuniary and non—pecunia:}/ damage for
various specified reasons, to be also quantified on an equi-
table basis. ACEA filed its appearance and in the first place
asserted the non-applicability of the employment law proce-
dure and then the necessary transfer of the proceedings to
the ordinary courts, as well as the lack of grounds of the c?aim.

The cases were postponed for the decision on the pre-
liminary procedural issues to the hearing of 19 November
2015. At the hearing on 25 February 2516, the Court, by
order of the same date, declared the lack of jurisdiction of
the specialized Section and referred the case to the Presi-
dent of the Court for allocation to another section.

For Maurizio LEO, the case was resumed before the Com-
panies Section of the Court of Rome and the next hear-
ing has been adjourned to 23 January 2018 for the closing
statements. For Andrea PERUZY, the case was also as-
signed to the Companies Section of the Court of Rome;
the next hearing is scheduled for 12 February 2018 for the

closing statements.

Former COS proceedings

The following cases related to the COS dispute are cur-
rently pending, concerning the ascertainment of illegality
of the tender contract between ALMAVIVA Contact (for-
merly COS) and ACEA and the consequent right of the
lenders to be recognised subordinate employment relations
with ACEAS.p.A.

It must be noted that the majority of the cases have been
settled and that seven of them are still ending at various
levels as regards the validity of the claim éhe ascertainment
of the bogus nature of the tender and the right to employ-
ment relations).

On the basis of the sentences concerning the validity of the
claim, the workers who won their cases (those in favour of
whom subordinate employment relations with ACEA were
recognised) then started cases for the quantification of
their claims, in which it was demanded that ACEA pay the
remuneration due as a result of the employment relations
started. Given that there are multiple cases, and that they
were undertaken by the same six workers, but referring to
different periods in which the presumed receivables ma-
tured and have led to differing sentences pending at various
levels of jurisdiction. Specifically, two cases are pending be-
fore the Court of Cassation (registered in 2012 and 2014,
with hearing not yet set) following an appeal by the lenders
who lost their appeal and ACEA has filed a counter appeal.
The sums demanded have already been paid out in execu-
tion of the first level sentence then reformed, and there are
no more outgoings currently expected.

An additiona%case has been settled at the first level in sen-
tence 5538/15 dated 3 June 2015, rejecting the demand
- concerning a certain timeframe - on the main basis that
the six lenders had in the meantime still been employed by
ALMAVIVA Contact (formerly COS) and were therefore
earning income anyway.

The va%ue of the demands totalled € 660 thousand plus
supplements, but ACEA has not been convicted and has
hot therefore paid anything out. However, the workers who
lost their cases have a pea%ed and the hearing has been set

on 18 September 2017.
ARMOSIA Dispute

This is a lawsuit filed against the Injunction Decree issued
by the Court of Rome - RG. 58515/14 against areti for the
amount of € 226,621.34, demanded by Armosia MP for the
rental fees for April, May and June 2014 for the building in
Rome ~ Via Marco Polo, 31. The Injunction Decree was de-
clared provisionally executive by ordinance dated 8 July 2015.
In the hearing on 17 February 2016, the Judge adjoined
this case with the other pend>i/ng and filed unger RG no.
30056/2014 before the Court of Rome, taken by ACEA
and areti (transferee of the lease contract) in order to ob-
tain the termination of the lease contract.

In this latter case, Armosia MP has also filed an unconven-
tional remand for compensation for the damages incurred
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in consideration of the degrading condition of the building
when it was released by areti. The demand made was for a
total of about € 9 million. In the hearing on 17 February
2016, both ACEA and areti challenged this demand. The
Judge called upon the Court appointed expert, adjourning
the case to 14 March 2016 for the conferment of (futies. In
the hearing on 30 November 2016, after completion of the
expert’s duties, the case was adjourned to 24 May 2017 for
debate and decision.

Enel Green Power preliminary proceedings (subtension fees)
On 4 September 2014, Enel Green Power (EGP) re-
quested tEat ACEA Ato2 pay the amounts due as the
adjustment of the subtension \2/ees concerning the deriva-
tion for hydroelectric and drinking water use of the “Le
Capore” sources, quantified as about € 17 million (exclud-
ing VAT) for 200%—2013, demanding the actualisation of
the ACEA-ENEL 1985 agreements, applying as calcula-
tion parameter the Sing|e%\lationa| Price zat er than the
‘lg.)rice of HV electricity for resale in the Municipality of
ome” envisaged in the aforementioned agreements).
The request was immediately challenged, recalling the

CONSOLIDATED FINANCIAL STATEMENTS

Jhurisprudence that was applied to the E.ON. case which
ad an identical scope and was rejected at the first and
second levels, on the finding of the validity of the price
agreed and the non-existence of mechanisms of automat-
ic integration of the agreements. The bill concerning the
claimed updating of fees was thus returned to EGP and the
unilaterally and illegitimately calculated economic claim
was rejected in its entirety.
In a note of 30 October 2016, ECP invited ACEA Ato2 to
a technical discussion aimed at renegotiating the clauses of
the agreement concerning the calculation of the amounts
due; in a note of 1 December 2016, ACEA Ato2 - reiter-
ating that stated in its previous correspondence concerning
the proper application and execution of the ongoing con-
tract — declared that it was willing to begin the request-
ed technical discussion, highlighting that the tariff regime
that had since come into gorce made it necessary for said
discussion to be coordinated by the Technical ({perating
Secretariat (STO). The aforementioned note therefore re-
iluested the STO to call the relevant preliminary meeting.
he Technical Operating Secretariat is still in the process of
calling the parties to said meeting.
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ADDITIONAL DISCLOSURES ON FINANCIAL
INSTRUMENTS AND RISK MANAGEMENT POLICIES

CLASSES OF FINANCIAL INSTRUMENTS

The following table shows the breakdown of financial assets
and liabilities required by IFRS 7 based on the categories
defined by IAS 39.

Held for trading

financial instruments Loans and Available-for-sale Carrying
at fair value receivables financial instruments amount Notes

Non-current assets 0 27,745 2,579 30,324
Other equity
investments 2,579 2,579 15
Financial assets
due from Parent
Company, subsidiaries
and associates 25,671 25,671 17
Financial assets due
from third parties 2,074 2,074 17
Current assets 0 1,913,155 0 1,913,155
Trade receivables
from customers 1,023,560 1,023,560 19
Trade receivables
from related parties 49,449 49,449 19

Other current assets:

fair value evaluation

of differential and

swap contracts on

commodities with

effect on the .

shareholders’ equity( ) 1,944 1,944 19

Other current assets:
energy e%ualisation

and specific 16,961 16,961 19
Other current assets:
subsidiaries 24,433 24,433 19

Financial assets
due from Parent
Company, subsidiaries

and associates 14,424 14,424 19
Financial assets due

from third parties 16,851 16,851 19
Cash and cash

equivalents 665,533 665,533 19
TOTAL FINANCIAL

ASSETS 0 1,940,900 2,579 1,943,479

© This is the fair value evaluation of contracts for the purchase and sale of commodities in the scope of IAS 39, the differences in which are
recognised in the income statement or shareholders’ equity.
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Financial instruments Liabilities at Liabilities at Carrying
held for trading Fair Value amortised cost amount Notes

Non-current liabilities 0 4,034 2,780,525 2,760,991
Bonds 2,022,134 2,022,134 23
Bonds valued at FVH 1,221
Bonds valued at CFH 24,789
Bank borrowings
(non-current portion) 733,602 733,602 23
Bank borrowings
(non-current portion)
measured at CFH 5,255 5,255 23
Current liabilities 0 0 1,444,068 1,444,068
Bank borrowings 52,960 52,960 26
Payables
to third parties 9,524 9,524 26
Financial liabilities
due to factor 85,357 85,357 26
Financial liabilities
due to subsidiaries
and associates 3,636 3,636 26
Trade payables 1,149,172 1,149,172 26
Trade payables due
to Parent Company,
subsidiaries an
associates 143,418 143,418 26
TOTAL FINANCIAL
LIABILITIES 0 4,034 4,224,593 4,205,059

FAIR VALUE OF FINANCIAL ASSETS
AND LIABILITIES

The fair value of financial instruments that are not traded in an
active market is determined using valuation models and tech-
niques that make maximum use of market inputs or using the
ﬁzrice supplied by a range of independent counterparties.

he fair value of medium/long-term financial assets and liabil-
ities is calculated on the basis of the risk less and the risk less
adjusted interest rate curves.
The fair value of trade receivables and payables falling due
within twelve months was not calculated as their carrying
amount approximates to fair value.
In addition, fair value is not calculated when the fair value
of financial assets and liabilities cannot be objectively de-
termined.

TYPE OF FINANCIAL RISKS AND
RELATED HEDGING POLICIES

Foreign exchange risk

The éroup is not particularly exposed to this type of risk,
which is concentrated in the conversion of the financial
statements of its overseas subsidiaries.

As regards the 20 billion yen Private Placement, the ex-
change rate risk is hedged through a cross currency swap
described in the section on interest rate risk.

MARKET RISK

The Group is exposed to market risk, represented by the
risk that the fair value or future cash flows of a financial in-
strument fluctuate as a result of market price movements,
above all in relation to the risk of movements in the prices
of commodities in which the Group trades.

Through the Risk Control unit, with specific regard to the
activities of ACEA Energia, Acea Spa analyses and mea-
sures exposure to market risk in line with the Guidelines of
ACEA’s Internal Control System and with the general Risk
limit criteria of the Energy Segment.

CONSOLIDATED FINANCIAL STATEMENTS

Risk analysis and management is performed according to
a Risk Management process which involves the execution
of activities throughout the entire year, on the basis of
different frequencies (annual, monthly and daily). The ex-
ecution of those activities is distributed between the Risk
Control Unit and the Risk Owners.

Specifically:

« on an annual basis, risk indicator measurements, i.e. lim-
its in force, must be re-examined, and these must be
observed in risk management. These activities are the
responsibility of the Chief Financial Officer with the
help of Risk Control;

« on a daily basis, the Risk Control Unit is required to
check the exposure to market risk of the companies in
the Energy Segment and to check compliance with the
limits defined.

« The relevant reports are sent to the Top N\anagement
on a daily and monthly basis. As required by the Internal
Control System, the Risk Control Unit is responsible
for sending ACEA's Internal Audit Department the re-

quired information in the proper format.

The risk limits of the Energy Segment are defined in such

a way as to:

o minimise the overall risk of the entire segment,

e guarantee the necessary operatinf flexibility in the pro-
visioning of commodities and hedging activities,

« reduce the possibility of over-hedging deriving from
the variation in expected volumes for the definition of

hedges.

Market risk can be described as the "Price Risk”, i.e. the
risk related to the variation in commodity prices, and the
"Volume Risk", i.e.:

o for Acea Energia this is the risk connected with the vari-
ation in the volumes efFectively sold compared to esti-
mated volumes in sales contracts with end users (sales
profiles),

o for Acea Produzione this is the risk related to the varia-
tion in the volumes produced and volumes sold.

n



212

Risk analysis and management objectives are as follows:

. tofprotect the primary margin against unforeseen and
unfavourable short-term shocks in the energy market
which affect revenues or costs,

» to identify, measure, manage and represent the exposure
to risk of all ACEA operating companies in the Energy
Segment,

« to reduce risks through the preparation and application of
adequate internal controls, procedures, information sys-
tems and expertise,

« delegate the job of defining the necessary strategies for
hedging individual risks to Risk Owners, in respect of
pre-established minimum and maximum levels.

The evaluation of risk exposure involves the following ac-

tivities:

« aggregation of the commodities and structure of the risk
books,

+ detailed analysis of the time pattern of purchases and
sales and limiting open positions, namely the exposure
from physical purchases and sales of individual commod-
ities, within set volume limits;

« creation of reference scenarios (prices, indexes),

» calculation of risk indicators/metrics (Volumetric expo-
sure, VAR, PAR, price range),

» checking compliance with risk limits in force.

Transactions in financial instruments are entered into for the
purpose of hedging the risk of fluctuations in commodity prices
and in compliance with the provisions of the Risk Management
Guidelines for the Energy Segment. In this regard, ACEA,
through the Risk Contro?Unit, ensures the analysis and mea-
surement of exposure to market risks, interacting with the Ener-
gy N\anagement Unit of Acea Energia, in line with the guidelines
of ACEATs Internal Control and Risk Management System.
With regard to the commitments made by the Group to sta-
bilize the cash flows of electricity purchases and sales for next
year, it should be noted that all the hedges in place can be ac-
counted for as cash flow hedges as the effectiveness of the hedge
can be proved. The financial instruments used fall under swaps
and contracts for difference (CFD).
The objectives and policies for market risk, counterparty
credit risk and regulatory risk management are detaiﬁed in
the relevant section of the Report on Operations, to which
reference is made.
It should be noted that the hedges effected on the purchases
and sales portfolio were conducted with leading operators in
the electricity market and the financial sector. As required by
accounting principle 3 issued by the OIC (Italian Accounting
Body), in accordance with former article 2427-bis of the Ital-
ian Civil Code, the information necessary for the description
of transactions carried out, are shown below, aggregated by
hedged index, effective as of 1 January 2017:

Fair Value in

Amount recognised to Amount recognied in

Swaps Purpose Purchases/Sales € thousand shareholders’ equity  the income statement
PUN Hedge power Electricity Purchases 1972 1972 0
portfolio and Sales ’ ’
IT CONSIP Hedge power Electricity Purchases ©28) 28) 0
portfolio and Sales
1,944 1,944 0
In March 2009, the IASB issued an amendment to IFRS 7, Liguidity risk
introducing a series of changes aimed at adequately meet- A

ing the need for greater transparency resulting from the

financial crisis and linked to elevated uncertainty over mar-

ket prices. These changes included the establishing of the

fair value hierarchy. In particular, the amendment defines

three levels of fair value (IFRS 7, para. 27A):

o level 1: if the financial instrument is listed on an active market;

o level 2: if the fair value is measured according to assess-
ment techniques referring to inputs observable in the mar-
ket, other than the listings of the financial instrument;

o level 3: if the fair value is calculated according to assess-
ment techniques referring to inputs that cannot be ob-
served in the market.

It should be noted that, as regards the types of commodi-

ties for which fair value is calculated,

o for derivatives on individual commodities (PUN - single
national price - standard base load products, Peak/Off
Peak) the fair value level is 1 given they are listed on ac-
tive markets,

» for complex indexes (ITRemix, PUN profiled products,
....) the fair value level is 2 given these derivatives are the
result of formulas containing a mix of commodities listed
on active markets.

Finally, it should be noted that, as of 2014, the Group

has applied the rules laid down in EC regulations 148 and

149/2013 (jointly and together with Regulation 648/2012,

EMIR) anj is currently defined as NFC - (Not Financial

Counterparty).

EA’s liquidity risk management policy is based on ensur-
ing the availability of signiﬁcant bank lines of credit. Such
lines exceed the average requirement necessary to fund
planned expenditure and enable the Group to minimise the
risk of extraordinary outflows. In order to minimise liquidity
risk, the ACEA Group has adopted a centralised treasury
management system, which includes the most important
Group companies, and provides financial assistance to the
companies (subsidiaries and associates) not covered by a
centralised finance contract.

At 31 December 2016 the Parent Company held uncom-
mitted credit lines totalling € 803 million, which are not
used. No guarantees were issued to obtain these credit lines.

On the amounts drawn down, ACEA pays an interest rate
equal to the one, two, three or six month Euribor (depend-
ing on the period of use chosen beforehand), plus a spread
which, in some cases, may vary in line with the rating as-
signed to the Parent Company. In some cases, there is also
a utilisation fee linked to the amount disbursed.

At the end of the year, ACEA had no loans in the form of

term deposits.

As part of the EMTN programme of € 1.5 billion, approved
in 2014, ACEA can issue bonds up to a total of é 400
million until 2019.

The graph below depicts the future development of all debt ma-
turities, forecast based on the situation at the end of the year.
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Regarding the trade payables (€ 1,149 million) it should be
noted that the portion which is due to expire in the next
twelve months amounted to € 950.4 million. The amount
already expired of € 198.6 million will be paid by the first
quarter of 2017.

Interest rate risk

The ACEA Group’s approach to managing interest rate risk,
which takes the structure of assets and the stability of the
Group’s cash flows into account, has essentially been tar-
getecf up to now, at hedging funding costs and stabilising
cash flows, in such a way as to safeguard margins and ensure
the certainty of cash flows deriving from ordinary activities.
The Group’s approach to managing interest rate risk is, there-
fore, prudent and the methods used tend to be static in nature.
In particular, a static (as opposed to dynamic) approach
means adopting a type of interest rate risk manaEement that
does not require daily activity in the markets, but periodic
analysis and control of positions based on specific needs. This
type of management therefore involves daily activity in the
markets, not for trading purposes but in order to hedge the
identified exposure in the medium/long term.

ACEA has, up to now, opted to minimise interest rate risk
by choosing a mixed range of fixed and floating rate funding
Instruments.

As previously noted, fixed rate funding protects a borrow-
er erD'om cash flow risk in that it stabilises financial outflows,
whilst heightening exposure to fair value risk in terms of
changes in the market value of the stock of debt.

An analysis of the consolidated debt position shows that
the risk ACEA is exposed to is mainly in the form of fair
value risk, being composed of hedged fixed rate borrowings
(71.6%) as at 31 December 2015, and to a lesser extent to
the risk of fluctuations in future cash flows.

ACEA is consistent with its decisions regarding interest
rate risk management that essentially aims to both control
and manage this risk and optimise borrowing costs, taking
account of Stakeholders’ interests and the nature of the
Group’s activities, and based on the prudence principle and
best marketfproctices. The main objectives of these guide-

« to identify, from time to time, the optimum mix of fixed
and floating rate debt;

» to pursue a potential optimisation of borrowing costs within
the risk limits established by governance bodies and in ac-
cordance with the specific nature of the business;

« to manage derivatives transactions solely for hedging pur-
poses, should ACEA decide to use them, in respect of the
decisions of the Board of Directors and, therefore, the
approved strategies and taking into account (in advance)
the impact on the income statement and Statement of
Financial Position of said transactions, giving preference
to instruments that qualify for hedge accounting (typi-
cally cash flow hedges and, under given conditions, fair

value hedges).

The Group currently uses derivative instruments to hedge

interest rate risk exposure for ACEA which:

» swapped the 100 million euros loan obtained on 27 De-
cember 2007 to a fixed rate. The swap, a plain vanilla IRS,
was entered into on 24 April 2008, e#ective as of 31
March 2008 (date of drawdown of the underlying loan)
and expires on 21 December 2021,

« completed a cross currency transaction to transform to
euro - through a plain vanilla DCS swap - the currency
of the private placement (yen) and the yen rate applied to
a fixed euro rate through a plain vanilla IRS swap,

» swapped to floating rate € 300 million of the 5-year €
600 million fixed rate bond placed on the market in Sep-
tember 2013.

All the derivative instruments taken out by ACEA and list-

ed above are non-speculative and the fair values of the same

are respectively:

« negative for € 5.3 million (negative for € 7.0 million at 31
December 2015),

« negative for € 24.8 million (negative for € 33,0 million
at 31 December 2015) and

. Eositive for € 1.2 million (positive for € 0.9 million at 31

ecember 2015).

The fair value of medium/long-term debt is calculated on the

lines are as follows: basis of the risk-free and the risk-adjusted interest rate curves.
Bank Loans: Amortised cost RISK-FREE FV Delta RISK ADJUSTED FV Delta
(A) (B) (A)-(B) (C) (A)-(C)
Bonds 2,045,702 2,257,902 (212,199) 2,144,795 (99,092)
fixed rate 286,906 373,252 (86,346) 352,433 (65,528)
floating rate 450,860 460,614 (9,754) 459,341 (8,482)
floating rate to fixed
rate 46,912 47936 (1,024) 46,947 (35
Total 2,830,380 3,139,703 (309,323) 3,003,517 (173,137)

CONSOLIDATED FINANCIAL STATEMENTS
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This analysis was also carried out using the “risk-adjusted”
yield curve, i.e. a curve adjusted to take account of the level
of risk and of ACEA's sector of activity. A curve populated
with fixed rate bonds denominated in EUR, issued by do-
mestic companies in the public utilities sector with a com-
posite rating ran?ing from BBB + and BBB- was used.

A sensitivity analysis has been carried out on medium/long-
term financial liabilities using stress testing, thus applying

Constant spread applied

a constant spread over the term structure of the risk-free
interest rate curve.

This makes it possible to evaluate the impact on fair value
and on future Cash Flows for both the individual instru-
ments in the portfolio and the overall portfolio.

The following table shows the overall fair value changes of
the debt portfolio based on parallel shifts (positive anc?neg—
ative) between -1.5% and +1.5%.

Changes in Present Value (€ million)

(1.50%)
(1.00%)
(0.50%)
(0.25%)
0.00%
0.25%
0.50%
1.00%
1.50%

(187.8)
(M2.8)
(41.0)
6.2
0.0
61.1
93.8
156.9
217.5

As regards the type of hedges for which the fair value is
calculated and with reference to the hierarchies required by
the IASB, given they are composite instruments, they are
categorisefas level 2 in the fair value hierarchy.

Credit risk

ACEA drew up the guidelines of the credit policy which

established dif$erent credit management strategies de-

}Fendin on the various types of customers and receivables.
hrough flexibility criteria and on the strength of the ac-

tivities managed, as well as customer segmentation, credit

risk is managed by taking into account both the customer
type (public and private) and the non-uniform behaviour of
individual customers (behavioural scores).

The key principles on which the risk management strategies

are based are as follows:

o definition of the customer cluster categories through the
abovementioned segmentation criteria;

« standard cluster management in ACEA Group compa-
nies, based on the same risks and commercial character-
istics, of defaulting end users;

e collection methodgs and instruments used;

. uniformity of standard criteria regarding the application
of default interest;

« receivables payable by instalments;

« definition oFthe necessary responsibilities/authorisations
for any exceptions;

» adequate reporting and training of dedicated staff.
The Credit Management unit was set up within the Admin-
istration, Finance and Control function of ACEA; the main
responsibilities of the new unit are to develop credit man-
agement policies, provide guidance on actions to be taken
and analyse and continuously monitor the progress of loan
related activities for any corrective action.

The Credit Management Unit monitors the performance of

receivables on an ongoing basis and provides periodic man-

agement reports (monthly) by segment and by company.

As for the distribution of electricity activities, credit risk is
associated with relations with wholesalers: billing to them
relates to the transport of energy in the distribution net-
work and the services rendered to the end customers. The
services are strictly regulated by AEEGSI resolutions.

The key principles on which the credit risk management
strategies are based are as follows:

» homogeneous management of sellers’ receivables,
deemed of equal risk;

« uniformity o? standard criteria for the application of de-
fault interest;

» credit risk mitigation through guarantees provided by the
sellers; on this aspect of the new network code allows
sellers to submit a public rating, in place of the guaran-
tee, provided it exceeds certain thresholds and is issued
by certified bodies;

» adequate monitoring through credit ageing reports;

« training of dedicated staff.

Credit management starts with the “behavioural score” or
knowledge og the individual reseller through the constant
analysis of payment attitudes/habits and is subsequently
broken down into a series of targeted actions ranging from
phone collection activities carried out in-house, reminders
sent electronically, sending of notice letters via registered
post, as provided under Resolution ARG/elt 4/08, to ter-

mination of the transportation contract.

As regards the supply of electricity and gas, credit risk is
measured beforehand, especially in relation to the sale of
%as and electricity to industrial and business customers.

he activity is performed in accordance with the Credit Risk
Policy Manual rules, and with specific internal procedures
issued by Credit Management, through an in-house process
that involves a creditworthiness eva%uation, assignment of
an internal rating and recognition of the maximum limits of
financial exposure to the counterparty.

Customer evaluation

In Acea Energia, the first step in credit management is the
prior assessment of the client. The aforementioned cen-
tral Credit Management unit has the task, among others,
to make a customer evaluation prior to activating the con-
tract (for the free market). Throughout 2015 a preliminary
scoring system was available, centrally implemented and
managed by Credit Management, through which immediate
pre-assessments can be made upon acquisition of the cus-
tomer, including for domestic customers.

The system is c?irectly usable by Acea Energia and by the
commercial agencies mandated by Acea Energia. Specif-
ic scorecards were defined to refine the prior assessment
of small business and retail customers; in parallel, also the
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preliminary analysis of large business customers was imple-
mented as of September 2015 on the same platform; in this
respect, specific workflows were defined that support the
timely analysis of prospective customers, also using updat-
ed accounting and commercial information.

To support credit management activities, as early as April
2014, Credit Management issued four procedures: "Scoring
and credit to customers’, "Payments b)/ instalment”, "Repay-
ment plans and Settlement agreements” and "Cancellations”.
ACEA Energia uses the credit management application
system ca||e§ "Credit Care" for all its clients, especially for
tKe automatic management of strategies for individual cus-
tomer clusters.

In recent years, in-court and out-of-court recovery was
strengthened, with specific reference to legal litigation ac-
tivities and using the services offered by market operators
for the bulk recovery of receivables.

On the management side, activities successfully continued
for the collection matching process, acting both on the
collection channels and the application systems, and with
regard to the number of dedicated employees.

With regards to the supply of water, the implementation of
credit risk management strategies starts with a macro-dis-
tinction between public sector end users (municipalities,
public administrations, etc.) and private sector end users
(industrial, commercial, condominium, etc.), given that said
categories present different levels of risk, in particular:

» low risk of insolvency and high risk of late payment for

ublic sector end users;
» variable risk of insolvency and late payment risk for pri-
vate sector end users.

As regards credits due from public sector end users, which
account for over 40% of the past due receivables, they are
converted to cash through without-recourse factoring to
financial partners, while a residual portion is managed di-
rectly through the offsetting of receivables/payables or by
means of settlement afgreements, where applicable.

Credit management for private sector end users, which
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represent apEroximately 60% of past due receivables,
starts with behavioural scores or “knowledge in terms of the
probability of default of each individual customer through
the constant analysis of payment attitudes/habits”, and is
subsequently implemented through a series of targeted
actions ranging from reminder letters, assignment to spe-
cialised companies for credit recovery via phone collection,
to disconnection of defaulting end users and receivable fac-
toring transactions.

In order to reduce the formation of overdue receivables,
mainly related to delivery issues, a huge effort was under-
taken in ACEA Ato2 to clean the customer database, espe-
cially in high turnover areas, where most of the arrearage is
concentrated. This work was also preliminary to the imple-
mentation of the new SAP ISU, user management system,
successfully launched in September 2015 and which, in its
future releases, will also involve credit management activities.
Finally, by decree of the Minister of Economy and Finance
of 16 September 2015, published in the Official Gazette
of 30 September 2015, no. 227, ACEA Ato 2 was autho-
rized to make collections through enforcement procedures
(through Equitalia) and to preliminary rely on tax injunc-
tions, which replace the injunction orders pursuant to art.
17, paragraphs 3-bis and ﬁ-ter of Legislative Decree no.
46/1995. an one hand, the public relevance of receivables
arising from the integrated water service was acknowl-
edgeti on the other hand this will enable the company to
be even more effective in the recovery of payments from
delinquent customers, as it is now able to rely on a tool typ-
ically used for the collection of taxes.

The aging of the Trade Receivables is as follows, gross of the
allowance for doubtful accounts, detailed in Note 23.
« Total trade receivables, gross of Provision for Impairment
of Receivables: € 1,368 million
« Trade receivables not yet expired: € 631 million
o Past due trade receivables: € 737 million, of which:
- Within twelve months: € 198 million
- Over twelve months: € 539 million.
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A. LIST OF CONSOLIDATED COMPANIES

Group's
Share Capital consolidated Method of
Name Registered office (in Euros) % interest interest Consolidation
Environment Segment
Acea Ambiente S.r.l. Via G. Bruno 7- Terni 2.224.992 100,00% 100,00% Line-by-line
Aquaser S.r.l. P.le Ostiense, 2 - Roma 3.900.000 93,06% 100,00% Line-by-line
Energy Segment
Acea Energia S.p.A. P.le Ostiense, 2 - Roma 10.000.000 100,00% 100,00% Line-by-line
Acea Produzione S.p.A. P.le Ostiense, 2 - Roma 5.000.000 100,00% 100,00% Line-by-line
Acea8cento S.r.l. P.le Ostiense, 2 - Roma 10.000 100,00% 100,00% Line-by-line
Cesap Vendita Gas S.rl. gt Teatre. 0 10000 100,00%  100,00%  Line-by-line
Ecogena S.p.A. P.le Ostiense, 2 - Roma 6.000.000 100,00% 100,00% Line-by-line
Acea Liquidation and Litigation S.r.l. P.le Ostiense, 2 - Roma 10.000 100,00% 100,00% Line-by-line
Parco della Mistica S.r.l. P.le Ostiense, 2 - Roma 10.000 100,00% 100,00% Line-by-line
Umbria Energy S.p.A. Via B. Capponi, 100 - Terni 1.000.000 50,00% 100,00% Line-by-line
Acea Energy Management S.r.l. P.le Ostiense, 2 - Roma 50.000 100,00% 100,00% Line-by-line
Water Segment
ACEA Ato2 S.p.A. P.le Ostiense, 2 - Roma 362.834.320 96,46% 100,00% Line-by-line
ACEA Ato5 S.p.A. Viale Roma snc - Frosinone 10.330.000 98,45% 100,00% Line-by-line
Avenida Las Americas - Esquina
Acea Dominicana S.A. Mazoneria, Ensanche Ozama - 644.937 100,00% 100,00% Line-by-line
Santo Domingo
Acea Gori Servizi S.c.arl. i ex Aeroporto ;grglg'ﬁgittjﬁ:ceg 1.000.000 69,82% 100,00%  Line-by-line
Acque Blu Arno Basso S.p.A. P.le Ostiense, 2 - Roma 8.000.000 76,67% 100,00% Line-by-line
Acque Blu Fiorentine S.p.A. P.le Ostiense, 2 - Roma 15.153.400 75,01% 100,00% Line-by-line
Aguas de San Pedro S.A. Las Palma;i%ﬁ\vseannids(;i(iyﬁz:jﬂfa; 6.457.345 60,65% 100,00% Line-by-line
Avenida Las Americas - Esquina
Acea International S.A. Mazoneria, Ensanche Ozama - 609.929 99,99% 100,00% Line-by-line
11501 Santo Domingo
Crea Gestioni S.r.l. P.le Ostiense, 2 - Roma 100.000 100,00% 100,00% Line-by-line
CREAS.p.A. (in liquidation) P.le Ostiense, 2 - Roma 2.678.958 100,00% 100,00% Line-by-line
Gesesa S.p.A. £ Pezzapianalotto 11/12 - 534.991 5793%  100,00%  Line-by-line
Lunigiana S.p.A. (in liquidation) Via Nazionale 173/175 - 750.000 9579%  100,00%  Line-by-line
Ombrone S.p.A. P.le Ostiense, 2 - Roma 6.500.000 99,51% 100,00% Line-by-line
Sarnese Vesuviano S.r.l. P.le Ostiense, 2 - Roma 100.000 99,16% 100,00% Line-by-line
ACEA Elabori S.p.A. Via Vitorchiano - Roma 2.444.000 100,00% 100,00% Line-by-line
Networks Segment
Areti S.p.A. P.le Ostiense, 2 - Roma  345.000.000 100,00% 100,00% Line-by-line
Acea llluminazione Pubblica S.p.A. P.le Ostiense, 2 - Roma 1.120.000 100,00% 100,00% Line-by-line
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Companies accounted for using the equity method as from 1 January 2014 in accordance IFRS11

Group's
Share Capital consolidated Method of

Name Registered office (in Euros) % interest interest Consolidation
Environment Segment

Ecomed S.r.l. P.le Ostiense, 2 - Roma 10.000 50,00% 50,00%  Equity Method
Water Segment

Acque S.p.A. Via Garigliano, 1 - Empoli 9.953.116 45,00% 45,00%  Equity Method
Acque Industriali S.r.l. Via Bellatalla, 1 - Ospedaletto (Pisa) 100.000 100,00% 45,00%  Equity Method
Acque Servizi S.r.l. Via Bellatalla, 1 - Ospedaletto (Pisa) 400.000 100,00% 45,00%  Equity Method
Acquedotto del Fiora S.p.A. Via Mameli, 10 Grosseto 1.730.520 40,00% 40,00%  Equity Method
Consorcio Agua Azul SA. Celle Amador Merino Reina 307 - 17.379.190 25,50% 2550%  Equity Method
GORISp.A. Via Trentola, 211 - Ercolano (NA) 44.999.971 37,05% 37,05%  Equity Method
Ingegnerie Toscane S.r.l. Via di Villamagna 90/c - Firenze 100.000 42,52% 42,52%  Equity Method
Intesa Aretina S.c.a.r.l. Via B.Crespi, 57 - Milano 18.112.000 35,00% 35,00%  Equity Method
Nuove Acque S.p.A. Patrignone Loc.Cuculo - Arezzo 34.450.389 46,16% 16,16%  Equity Method
Publiacqua S.p.A. Via Villamagna - Firenze 150.280.057 40,00% 40,00%  Equity Method
Umbra Acque S.p.A. Pont e denuech 12 15,549,889 40,00% 40,00%  Equity Method
The following companies are also consolidated using the equity method:

Share Capital

Name Registered office (in Euros) % interest
Environment Segment

Amea S.p.A. Via San Francesco d'Assisi 15C - Paliano (FR) 1.689.000 33,00%
Arkesia S.p.A. (in liquidation) Via S. Francesco D'Assisi, 17 - Paliano (FR) 170.827 33,00%
Coema P.le Ostiense, 2 - Roma 10.000 33,50%
Water Segment

Azga Nord S.p.A. (in liquidation) Piazza Repubblica Palazzo Comunale - Pontremoli (MS) 217.500 49,00%
Geal S.p.A. Viale Luporini, 1348 - Lucca 1.450.000 28,80%
Sogea S.p.A. Via Mercatanti, 8 - Rieti 260.000 49,00%
Aguaazul Bogota S.A. Calle 82 n.19°-34 - Bogota - Colombia 1.482.921 51,00%
Umbriadue Servizi Idrici S.c.a.r.l. Strada Sabbione zona ind. A72 - Terni 100.000 34,00%
Le Soluzioni Via Garigliano, 1 - Empoli 250.678 30,50%
Networks Segment

Citelum Napoli Pubblica Via Monteverdi Claudio, 11 - Milano 90.000 32,18%
Sienergia S.p.A. (in liquidation) Via Fratelli Cairoli, 24 - Perugia 132.000 42,08%
Umbria Distribuzione Gas S.p.A. Via Bruno Capponi 100 - Terni 2.120.000 15,00%
Sinergetica S.r.l. Via Fratelli Cairoli, 24 - Perugia 10.000 21,46%
Other

Marco Polo Srl (in liquidation) Via delle Cave Ardeatine, 40 - Roma 10.000 33,00%
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B. RECONCILIATION OF SHAREHOLDERS’ EQUITY
AND STATUTORY PROFIT - CONSOLIDATED

€ thousand Profit for the year Shareholders’ Equity
31.12.2016 31.12.2015 31.12.2016 31.12.2015

Balances in statutory financial statements (ACEA) 108,610 145,606 1,456,505 1,457,291
Excess of shareholders’ equity and net profit

measured at fair value compared to book value 267,644 140,317 219,215 127,659
Higher depreciation and amortisation

in consolicrated financial statements (3,089) (3,059) 2,913 6,002
Elimination of effects of business combination

of entities under common control 0 (398) 0 (398)
Elimination of tax effects,

including those from previous years (7,873) (10,079 26,917 10,314
Accounted for using the equity method 23,915 22,554 109,683 85,767
Elimination of dividends (152,227) (151,440) 0 0
Elimination of goodwill 25,366 24741 (144,097) (169,463)
Elimination of extraordinary items 0 6,751 0 6,751
Balances in consolidated financial statements 262,347 174,992 1,671,136 1,523,924
C. REMUNERATION OF DIRECTORS,

STATUTORY AUDITORS, KEY MANAGERS
AND INDEPENDENT AUDITORS
Board of Directors and Board of Statutory Auditors
Remuneration due
Remuneration Non-monetary Bonuses and Other

€ migliaia for the office benefits  other incentives compensation Total
Board of Directors 232 48 210 400 890
Board of Statutory Auditors 406 0 0 0 406

Key Managers
Fees due to executives with strategic responsibilities for the
year 2015 amounted to:

« salaries and bonuses € 1,689 thousand,
« non-monetary benefits € 169 thousand.

Remuneration paid to key manafers is established by the
Remuneration Committee based on average levels of pay
in the labour market.

Independent Auditors

In accordance with Article 149 duodecies of Consob Issu-
ers’ Regulations, the fees accrued by the independent audi-
tors Ernst & Young are provided in the table below.

Company

Amounts in € thousand Audit Related Service Audit Services Non Audit Services Total
ACEASp.A. 245 342 126 713
ACEA Group 308 931 342 1,581
Total ACEA S.p.A. and Group 553 1,273 468 2,294
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D. SEGMENT INFORMATION:
STATEMENT OF FINANCIAL
POSITION AND INCOME STATEMENT

Please note the following for a better understanding of the

breakdown provided in tEis section:

« generation and sales refer to the Energy Segment which,
grom an organizational standpoint, is responsible for the
companies Acea Energia, Umbria Energy, Acea Liquida-
tion and Litigation (formerly Elga Sud), Acea Produzione,
Ecogena, Parco della Mistica and Cesap Vendita Gas,

. distrﬁ)ution and public lighting (Rome and Naples) refer to
the Networks segment which, from an organisational stand-
point, is responsil:ﬁe for areti and Acea llluminazione Pubblica,

« analysis and research services refer to the Engineer-
ing and Services Department, which, from an orga-
nizational standpoint, is responsible for Acea Elabori,

+ Overseas Water Services refer to the Water segment
which, from an organizational standpoint, is also re-
sponsible for the water companies operating abroad,

« Italian Water Services refer to the Water segment
which, from an organizational standpoint, is respon-
sible for the water companies operating in Lazio,
Campania, Tuscany and Umbria, and for AceaGori
Servizi,

« environment refers to the Environment segment
which, from an organizational standpoint, is respon-
sible for the Acea Ambiente and Aquaser.
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2015 STATEMENT OF FINANCIAL POSITION

Environ-  Generation Sales  ltalian water Overseas Engineering  Distribution Public Corporate Group Consolidation ~Consolidated
ment services lighting total  adjustments total

Investments 25,895 15,247 15,335 202,474 424 1,548 154,331 1,841 1,769 428,864 428,864
Tangible Assets 245,366 191,184 6,710 20,737 1,998 2,994 1,466,147 926 157,314 2,093,376 (3,355) 2,090,021
Intangible Assets 33,887 6,561 129,876 1,932,604 560 159 56,934 3,618 13,509 2,177,709 (397,328) 1,780,381
Non-current
financial assets
measured at
equity 247,490
Non-current
Financial Assets 2,750
Other
non-current
trading assets 314,341
Other non-
current financial
assets 31,464
Inventories 3,708 1,632 7,034 35 7,136 7,078 0 26,623 26,623
Trade receivables
from third parties 59,755 28,377 559,808 410,288 1,621 33,691 108,137 9,177 2311 1,233,966 (228,853) 1,005,113
Trade receivables
from Parent
Company 156 4899 36,227 46,839 14 4,068 62,689 624 155,617 (91,939) 63,679
Trade receivables
from subsidiaries
and associates 312 4,476 9,562 90,102 104,451 (74,569) 29,882
Other current
trading assets 205,852
Other current
financial assets 94,228
Cash and cash
equivalents 814,653
Non-current
assets held for
sale 497 497 497
Total assets 6,706,972

Amounts in €/thousand
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2015 STATEMENT OF FINANCIAL POSITION

Environ-

ment

Generation Sales

Italian water Overseas Engineering
services

Distribution

Public  Corporate Group Consolidation ~Consolidated
lighting total  adjustments total

Segment
liabilities
Trade payables
to third parties

Trade payables
to Parent
Company

Trade payables
to subsidiaries
and associates

Other current
trading liabilities

Other current
financial
liabilities

Staff
termination
benefits

and other
defined-benefit

plans
Other provisions

Provision for
deferred taxes

Other non-
current trading
liabilities
Other
non-current
financial
liabilities
Liabilities
directly
associated

with assets
held for sale

Shareholders'
equity
Total

liabilities and
shareholders’

equity

51,865

2,147

301

3,531
26,999

15032 453950

2,029 20,742

4,540

2449 4160
8906 21,121

99

402,551 476 3,324

152,000 827

619 224

28,369 233 3,090
69,897 590

303,640

22,349

34143
6,995

12170 63753 1307,662  (215398) 1,092,264

663 20,521 221,278 (74,018) 147,259

64,995 25,044 95,723 (89,989) 5,734

348,397

259,087

2,820 29,847 108,642 a2 108,630
344 31,592 166,444 23,412 189,856

87,059

184,100

2,688,435

99 99

1,596,053

6,706,972

Amounts in €/thousand
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INCOME STATEMENT AS AT 31 DECEMBER 2015

Environ- Generation Sales Italian water Overseas Engineering  Distribution  Public Corporate Group  Consolidation Consolidated
ment services lighting total adjustments total

Revenue 132,108 63,847 1944,051 624580 10,331 31,463 468453 71,052 113316 3,459,201 (541,883) 2,917,318
Costs 74690 29,678 1870329 353997 8448 21,685 220,022 63810 113153 2,755,806 (541941) 2,213,865
Income/(Costs)
from equity
investments of
a non-financial
nature (62) - - 27,469 1,095 - - - - 28,501 - 28,501
EBITDA 57,355 34,168 73,722 298,052 2,979 9,778 248,431 7,242 162 731,896 58 731,954
Depreciation/ 28,000 23,890 89,727 91,900 222 1,584 90,067 351 19,748 345,489 - 345,489
amortisation
Operating 29,356 10,278 (16,005) 206,152 2,756 8,194 158,364 6,891 (19,585) 386,407 58 386,465
PI’OF“‘./(IOSS) y 9y 9 bl Y bl Y 9 b el el
Financial
(Costs)/income (91,083)
(Costs)/
Income from
investments 1,841 @ 94 753 (1,345) (329) 1,010 1,010
Profit/(Loss)
before tax 296,392
Taxes 14,847
Net Profit/
(Loss) 181,545

Amounts in €/thousand
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INCOME STATEMENT AS AT 31 DECEMBER 2016

Environ- Generation Sales  ltalian water Overseas Engineering Distribution Public Corporate Group Consolidation ~Consolidated
ment services lighting total  adjustments total

Investments 33,956 27,862 27,404 264,329 1,520 1,756 218,212 1,349 13,182 589,570 (55,466) 530,707
Tangible Assets 252,179 200,836 6,943 65,462 35,873 3,029 1,555,232 2,224 97,806 2,219,585 (6,652) 2,212,933
Intangible
Assets 22,651 8,168 140,941 2,063,334 14,670 715 99,112 4,397 13,236 2,367,224 (396,580) 1,970,643
Non-current
financial assets
measured at
equity 260,877
Non current
financial assets 2,579
Other non-cur-
rent trading
assets 296,458
Other
non-current
financial assets 27,745
Inventories 4,980 1,790 - 6,122 1,311 - 9,066 8,456 - 31,726 - 31,726
Trade
receivables from
third parties 63,236 19,794 390,425 472,387 8,736 23,510 195,167 7,824 850 1,181,929 (158,370) 1,023,560
Trade
receivables
from Parent
Company 192 2,758 24,356 28,209 105 604 6,143 38 372 62,778 17,067) 45,611
Trade
receivables from
subsidiaries
and associates 538 - 1,880 9,639 4 - (547) 547 54,031 66,092 (37,821) 28,271
Other current
trading assets 207,005
Other current
financial assets 131,275
Cash and cash
equivalents 665,533
Non-current
assets held
for sale 497 497
Total Assets 6,904,713

Amounts in €/thousand
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STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2016

Environ-
ment

Generation Sales

Italian water Overseas Engineering

services

Distribution

Public  Corporate Group  Consolidation ~ Consolidated
lighting total adjustments total

Segment
liabilities
Trade payables
to third parties

Trade payables
to Parent

Company
Trade payables

due to
subsidiaries and
associates

Other current
trading liabilities

Other current
financial
liabilities
Staff
termination
benefits and
other defined
benefit plans

Other provisions

Provision for
deferred taxes

Other non-
current trading
liabilities
Other
non-current
financial
liabilities
Liabilities
directly
associated with
assets held for
sale

Shareholders'
equity
Total liabilities

and sharehol-
ders’ equity

72,476

1,751

4,279
26,799

27,903 424,280

343 20,586

- 2185

2496 4,824
13146 24,421

99

310,853

136,539

552

29,040
79,811

806

504

220

264

5,850

988

4,449
797

322,565

14,494

15

35,691
6,769

21,299 109,530 1,295,562 (146,390) 1149172

379 60 175,643 (36,398) 139,245

11,689 7691 22,452 (18,278) 4,173

320,142

151,478

2074 26444 109,562 a2 109,550
671 25808 178,223 23,899 202,122

88,158

185,524

2,797,106

99 99

1,757,943

6,904,713

Amounts in €/thousand
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INCOME STATEMENT AS AT 31 DECEMBER 2016

Environ-  Generation Sales ltalian water Overseas Engineering  Distribution Public  Corporate Group Consolidation C lidated
ment services lighting total  adjustments total

Revenue 136,810 56,233 1,676,242 672,217 11,942 37,540 571,193 77,628 12,218 3,352,023 (519,606) 2,832,417
Costs 79,570 24,269 1,578,220 362,736 8,571 24,756 217,904 74,643 14,257 2,484,926 (519,511 1,965,415
Income/(Costs)
from equity
investments of
a non-financial
nature (15) - - 28,306 1,053 - - - - 29,345 - 29,345
EBITDA 57,225 31,964 98,022 337,788 4,424 12,784 353,289 2,985 (2,038) 896,441 (95) 896,347
Depreciation/ 27,367 26,431 73714 17,849 1,013 3,068 94,943 5842 19943 370,170 233 370,403
amortisation
;’rz;’tj‘('l’;fs) 29,857 5533 24,308 219,939 3,41 9,715 258,346  (2,857) (21,981) 526,271 (328) 525,944
Financial
(costs)/income (111,563)
(Costs)/Income
from Equity
Investments (460) - - 167 2,144 - (144) - - 1,707 1,707
Profit/(loss)
before tax 416,087
Taxation 143,548
Net profit/(loss) 272,539

Amounts in €/thousand

226 ACEA GROUP « 2016 FINANCIAL STATEMENTS



EY

Building a better
wWorking world

ACEA S.p.A.

Consolidated financial statements as at 31 December 2016

Independent auditor's report in accordance with articles 14
and 16 of Legislative Decree n. 39, dated 27 January 2010
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EY

Building a better
WOrKing w orld

Independent auditor's report in accordance with articles 14 and 16 of
Legislative Decree n. 39, dated 27 January 2010
(Translation from the original Italian text)

To the Shareholders of ACEA 5.p.A.

Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of ACEA Group, which comprise
the balance sheet as at 31 December 2016 and the income statement, statement of comprehensive
income, statement of changes in equity and cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory information.

Directors' responsibility for the consolidated financial statements

The Directors of ACEA S.p.A. are responsible for the preparation of these consolidated financial
statements that give a true and fair view in accordance with International Financial Reporting
Standards as adopted by the European Union as well as with the regulations issued to implement
article @ of Legislative Decree n. 38, dated 28 February 2005,

Auditor's responsibility

Qur responsibility is to express an opinion on these consolidated financial statements based on our
audit. We conducted our audit in accordance with International Standards on Auditing (ISA Italia)
implemented in accordance with article 11 of Legislative Decree n. 39, dated 27 January 2010,
Those standards require that we comply with ethical requirements and plan and perform the audit to
oblain reasonable assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor's
professional judgment, including the assessment of the risks of material misstatement of the
consolidated financial statements, whether due to fraud or error, In making those risk assessments,
the auditor considers internal control relevant to the entity's preparation of the consolidated financial
statements that give a true and fair view in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity's internal control. An audit also includes evaluating the appropriateness of accounting policies
used and the reasonableness of accounting estimates made by Directors, as well as evaluating the
overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.

Opinion
In our opinion, the consolidated financial statements give a true and fair view of the financial position
of ACEA Group as at 31 December 2016 and of its financial performance and its cash flows for the

year then ended in accordance with International Financial Reporting Standards as adopted by the
European Union and with article 9 of Legislative Decree n. 38, dated 28 February 2005.
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Emphasis of Matter
We draw your attention to the paragraph “Service Concession Arrangements”, which describes:

= with reference to the associated company GORI 5.p.A., the reasons for requiring the provisions
recognized in a prior year to be maintained;

+ the complex regulatory measures in the water sector, which have an impact on the consolidated
financial statements, with particular reference to the case of the revenue recognition.

In addition, we draw your attention to the paragraph "Related Farty Transactions", which describes
the nature and extent of the relationships that the ACEA Group has with related parties.

Qur opinion is not qualified in respect of these matters.

Report on other legal and regulatory requirements

Opinion on the consistency of the Report on Operations and of specific information
on Corporate Governance and the Company's Ownership Structure with the
consolidated financial statements

We have performed the procedures required under audit standard (ISA Italia) n. 7208 in order to
express an opinion, as required by law, on the consistency of the Report on Cperations and of specific
information of the Report on Corporate Governance and the Company’'s Ownership Structure as
provided for by article 123-bis, paragraph 4 of Legislative Decree n. 58, dated 24 February 1998,
with the consolidated financial statements. The Directors of ACEA S.p.A. are responsible for the
preparation of the Report on Operations and of the Report on Corporate Governance and the
Company's Ownership Structure in accordance with the applicable laws and regulations. In our
opinion, the Report on Operations and the specific information of the Report on Corporate
Governance and the Company's Ownership Structure are consistent with the consolidated financial
staternents of ACEA Group as at 31 December 2016,

Rome, 4 April 2017

EY 5.p.A.
Signed by: Massimo delli Pacli, partner

This report has been transiated into the English language solely for the convenience of international
readers.

CONSOLIDATED FINANCIAL STATEMENTS 229



ace

Certification of consolidate financial statements in accordance with art.l154-bis of
Legislative Decree 58/98
(Translation from the original Italian text)

I. The undersigned, Alberto Irace, as Chief Executive Officer, and Demetrio Mauro, as Executive
Responsible for Financial Reporting of the company ACEA S.p.A., taking also account of
provisions envisaged by Art.154-bis, paragraphs 3 and 4, of the Legislative Decree n°58 of 24
February 1998, hereby certify:

e the consistency to the business characteristics and
e the effective application

of the administrative and accounting procedures for preparing the consolidated financial
statements at 3| December 2016.

2. To this purpose, no significant issues were recorded.

3. lItis also certified that:

3.1 the consolidated financial statements:

a) were drawn up in compliance the applicable international accounting standards
recognised in European Community in accordance with EC regulation 1606/2002 of the
European Parliament and the Council, of 19 July 2002,

b) are consistent with the underlying accounting books and records,

c) provide a true and correct view of the operating results and financial position of the
issuer and the overall of companies included in the consolidation,

3.2 the report on operations includes a reliable analysis of the operational performance and
result, as well as the situation of the issuer and the companies included in the scope of
consolidation, together with a description of the main risks and uncertainties to which they
are exposed.

Rome, 4 April 2017

signed by: Alberto Irace, The CEO

signed by: Demetrio Mauro, The Executive Responsible for Financial Reporting

This report has been translated into the English language solely for the convenience of international readers
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1. THE ISSUER’S PROFILE

ACEA, a company listed on the on-line stock market or-
anised and managed by Borsa ltaliana Spa since 1999, is
a leading ltalian utility company that has been operating
for more than a century in the sectors of energy (from
the generation, distribution and sale of electricity and gas
to the management of public lighting), integrated water
services (from capture and distribution to purification)
and environmentarservices (the treatment and economic
management of wastes).
The ACEA Group has launched a process of profound
change leading to the completely integrated manage-
ment of all work processes by innovative advanced digital
technologies: from the construction of infrastructures to
maintenance services, from the management of the net-
works to customer and society relations.
This real digital revolution is possible also thanks to the
Work Force Management (WEM) system, a digital infor-
mation platform w%wich allows for coordinating and mon-
itoring all the ACEA Group’s activities in real time. The
Company integrates the goal of customer satisfaction
with that of creating value for the shareholders, at the
same time paying attention to the needs of society and
respectin§ the environment; it takes avail of the profes-
sional skills of its employees and enhances management
responsibility in the achievement of the Company’s ob-
Jectives. Thanks to which objectives the Company is earn-
Ing a position among the most advanced utility companies
of Europe.
Today, according to the most recent data, the ACEA
Group is the |ea§ing national operator in the water sector
for iniabitants served, the second ltalian operator for the
distribution of electricity to users (the third for volumes
distributed), the third operator for energy volumes sold to
end users, and the sixth national operator for waste vol-
umes treated.
This report illustrates the corporate governance system

adopted by ACEA S.p.A. which is based on a series of

rinciples, rules and procedures, in line with the criteria
indicated in the Self-Regulatory Code of listed companies
promoted I?/ Borsa ltaliana, and inspired by the applicable
recommendations issued by CONSOB and, more in gen-
eral, according to international best practice.
The corrorate governance system adopted by ACEA is
essentially aimed at creating value for the shareholders
over the medium-long term, in the awareness of the social
relevance of the activities in which the Group is engaged
and of the consequent need to adequately consider, in the
exercise of the governance system, all the interests in-
volved.
ACEA’s corporate governance structure is based on the tra-
ditional organisational model, and comprises the following
bodies: The Shareholders’ Meeting, the Board of Directors
(assisted by the Board’s internal committees), the Board of
Statutory Auditors and the external Auditing Firm.
The competence of the Shareholders’ I\Eeeting holding
firm, the strategic management of the Company is en-
trusted to the Board of Directors, the hub of the organi-
sational system, and the supervisory duties are entrusted
to the Board of Statutory Auditors, a body vested with
autonomous authority and powers and appointed on the
basis of requisites of professional skill, integrity and inde-
[ls_endence, as defined by law.

he certified audit of the accounts is assigned, pursuant to
law, to a specialist auditing firm listed on the specific reg-
ister of qualified auditors, appointed by the Shareholders’
Meeting on a proposal of the Board of gtatutory Auditors.
The information contained herein refers to the financial
year 2016 and, in relation to specific subjects, it is updat-
ed at 13 March 2017, the date of the Board of Directors’
meeting which approved this RePort, the text of which is
published at www.acea.it, in the “Corporate Governance”
section.
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2. INFORMATION ON THE OWNERSHIP STRUCTURE

(art. 123-bis, par. 1, of the CFA -

Consolidated Finance Act)

a) Structure of the share capital

(art. 123-bis, par. 1, letter a, oéthe CFA)

The Company’s capital, of € 1,098,898,884.00, entire-
ly underwritten and paid up, is divided into 212,964,900
ordinary shares with a par value of € 5.16 each, listed on
the on-line stock market organised and managed by Borsa
[taliana (see Table 1).

There are no shares with limited voting rights or without
voting rights, except 416,993 treasury s%\ares for which the
voting right is suspended in accordance with art. 2357-ter
of the Civil Code.

b) Restrictions on share transfers

(art. 123-bis, par. 1, letter b, of the CFA)

There are no restrictions on share transfers except for indi-
vidual constraints of the single shareholders.

c) Relevant stakes (art. 123-bis, par. 1, letter c, of the CFA)

Relevant stakes, held directly or indirectly, pursuant to art.
120 of the CFA, according to the information published on
13 March 2017 on the CONSOB website and the com-

munications made in compliance with the same article, are

listed in Table 1.

d) Shares bearing special rights
(art. 123-bis, par. 1, letter d, of the CFA)

No shares bearing special controlling rights have been issued.

e) Stakes held by employees: the voting rights exercise
mechanism (art. 123-bis, par. 1, letter e, of the CFA)

In compliance with the aforementioned art. 13 of the Ar-
ticles of Association, to facilitate the collection of proxies
from shareholding employees of the Company, its subsid-
iaries and affiliates and shareholders’ associations, with the
requisites contemplated by the relative provisions in force,
specific spaces are made available for the communication
and collection of the proxies.

f) Voting right restrictions

(art. 123-bis, par. 1, letter f, of the CFA)

Under art. 6 of the Articles of Association, with the sole
exception of Roma Capitale, any shareholder whose stake
exceeds 8% of the share capital must be communicated to
the Company. This limit is considered as reached, in both
direct and indirect terms, as specified in more detail in par-
aﬁraphs 2 and 3 of the said article and as described in the
chapter “Shareholders’ Meetings” of this Report. In the case
of breach of this rule, the exercise of the vote for the shares
exceeding the said limit will be forbidden and, in the case of
a resolution by a determining vote deriving from the shares
exceeding said limit, the reso%ution may be challenged.

) Shareholders’ agreements
?art. 123-bis, par. 1, letter g, o[ the CFA)
The Company is not aware of any shareholders’ agreements
of any kind, as contemplated under art. 122 of the CFA, or
of any special powers of veto or of any other extraordinary
influence on the decisions that are not direct expressions of
the shares held.

h) Change of control clause (art. 123-bis, par. 1, letter h, of
the CFA) and statutory provisions on takeovers (arts. 104,
par. 1-ter, and 104-bis, par. 1)

ACEA has entered into important agreements that take

effect or which are nullified in the case of a change of

control of the contracting company. The following are the

significant ongoing agreements in which change o% control

implies negotiation:

* Loan totalling € 100 million from the CDP;

* Loan totalling € 200 million from the European Invest-
ment Bank (water segment);

* Loan totalling € 100 million from the European Investment
Bank in favour of ACEA S.p.A. (Network Efficiency);

* Long term loan totalling € 200 million from the Europe-
an Investment Bank in%avour of ACEASp.A.

e Loan totalling€ 200 million from the European Investment
Bank in favour of ACEA S.p.A. (Network EFﬁciency .

With regard to takeovers, the Company’s Articles of Associ-
ation do not waive the provisions of art. 104, paragraphs 1and
1-bis, of the CFA, nor are neutralisation rules, as contemplated

by art. 104-bis of the CFA, provided.

i) Delegations for capital increases pursuant to art. 2443
of the éivil Code or the directors’ power to issue financial
instruments and authorisation for the purchase of treasury
shares (art. 123-bis, par. 1, letter m, oﬁt e CFA)

At 31 December 2016 and also at the date of this Report,
the Board of Directors has not been delegated to increase
the share capital or to buy treasury shares.

In fact, as mentioned above, the gompany currently holds
416,993 treasury shares for which the voting right is sus-
pended in accorcrance with art. 2357-ter of the Civil Codes,
which are the remaining treasury shares authorised by an
Ordinary Shareholders’ Meeting resolution of 23 October
1999, amended by an Ordinary Shareholders’ Meeting res-
olution of 29 April 2000, renewed by an Ordinary S%\are-
holders’ Meeting resolution of 31 October 2001 and with
the additions inserted by an Ordinary Shareholders’ Meet-
ing resolution of 30 April 2002.

1) Governance and coordination

(arts. 2497 and foll. of the Civil Code)

Arts. 2497 and following of the Civil Code are not applica-
ble inasmuch as ACEA autonomously defines its strategic
policies and has full organisational, managerial and negoti-
ating independence, not being subject to the governance
and coordination of another subject.

We point out that:

* the information required by art. 123-bis, paragraph 1,
letter i) (“agreements between the Company and the
directors ... which provide for indemnity in the case of
resignation or unfair dismissal or if their professional re-
lationship ceases subsequent to a takeover”) is contained
in the remuneration report published in accordance with

art. 123-ter of the CFA,;

* the information requested by article 123-bis, paragraph
1, letter 1) (“rules applicable to the replacement of direc-
tors ... and to amendments to the articles of association,
if diverse from and additional to the applicable legislative
and regulatory provisions”) are illustrated in the section
of this%eport on the Board of Directors (Par. 4.1).
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3. COMPLIANCE (art. 123-bis, par. 2, letter a), of the CFA)

ACEA constantly applies the prescriptions of the Self-Reg-
ulatory Code (hereinafter the “Code”), which contains
an articulated series of recommendations relating to the
methods and rules for the governance and control of listed
companies.

Notwithstanding the fact that the adoption of the princi-
ples contained in the Code does not imply any legal obliga-
tion, ACEA has adhered to the Code since 2007 and to all
the amendments and additions successively approved, up
to the most recent of July 2015, by the Corporate Govern-
ance Committee of Borsa Italiana.

The complete text of the Self-Regulatory Code is available
to the public at http://www.borsaitaliana.it/comitato-cor-

Eorate—governance/codice/2015<:|ean.pchc, the website of
orsa ltaliana.

The company provides information annually on its govern-
ance system and on its adhesion to the Cocre by means of a
Report, drawn up also pursuant to art. 123-bis of the CFA,
which shows the degree of adhesion to the principles and
application criteria established by the Code itself and to in-
ternational best practices.

The yearly Report is made available to the Shareholders, to-
gether with the documentation re«iluired for the Sharehold-
ers’ Meeting called to approve the financial statements, and
it is also immediately published on the Compan}/’s Internet
site (www.acea.it) in the “Corporate Governance” section.

ACEA GROUP « 2016 FINANCIAL STATEMENTS



4. BOARD OF DIRECTORS

4.1 APPOINTMENT AND REPLACEMENT
(art. 123-bis, par. 1, letter 1), of the CFA)

Directors are appointed and replaced in compliance with
the laws in force, as adopted ancrexpanclecl, within the lim-
its allowed, by the provisions of the Articles of Association,
drawn up in adherence and conformity to the provisions of
the listed companies’ Self-Regulatory Code.
According to the provisions of the gompany’s Articles of
Association, the Board of Directors is composed of no less
than five and no more than nine members, appointed by
the Ordinary Shareholders’ Meeting (which determines
the number within those limits) for a term no longer than
three financial periods, and they may be re-elected on ex-
Biry of their mandate.

irectorships can only be held by those with the requisites
laid down by law and by the re u?;tory provisions.
Directors are elected as descriﬁed in art. 15.1 of the Articles
of Association, which rules that:
* there must be a gender balance in the composition of the

Board of Directors, as disciplined by law;

¢ the directors are elected on the basis of lists, each of
which contains as many candidates, each indicated by

a progressive number, as the number of directors to be

elected, and each list must have at least two candidates

qualified as inde{gendent as contemplated by law, one of
which must be first or second on the list and the other
must be within the first four on the list;

¢ the election is carried out as follows:

A. from the list that has obtained the majority of votes
(hereino[)ter, for brevity, the “Majority Hist"), half plus
one of the directors to be elected, rounded down to the
nearest whole number in the case of a fractioned num-
ber, will be chosen in the progressive order in which they
are placed on the said list;

B. without prejudice to the rulings of law and the provisions
of the Articles of Association on the limits to the con-

nection with the Majority List, the remaining directors
will be taken from t/'{e other lists. For this purpose, the
votes obtained by the said lists will be divided, within the
sphere of each list, by 1, 2, 4 and 8 and so on, up to
the number of directors to be elected. The quotients thus
obtained will be progressively assigned to the candidates
olf said lists, according to progressive order by which
they are indicated. The quotients thus attributed to the
candidates of the various lists will be placed in a single
classification in decreasing order. Those with the highest
quotients will be elected.
If several candidates have obtained the same quotient,
the candidate elected will be that on the list of which no
director is otherwise elected or the list with the lowest
number of elected directors.
If no director is elected from such lists or if the same
number of directors is elected from such lists, the candi-
date elected will be the one that has obtained the highest
number of votes. In the case of parity between the list
votes and/or parity of quotients, the entire Shareholders’
Meeting will vote again and the candidate with the sim-
ple majority of votes will be elected.
In any case, :La correctly drawn up list is presented in ad-
dition to the Majority List, the candidates of such a list will
be elected according to the order of presentation”.

The election mechanism adopted guarantees that at least

one director represents the minorities and that the legal-

ly required minimum number of independent directors is

elected (one in the case of a Board of Directors with no

more than seven members, two if there are more than sev-
en members) in compliance with art. 147-ter, paragraph 4,
of the CFA.

The lists must be presented twenty-five days before the
date scheduled for the first meeting, by shareholders that,
alone or with other shareholders, represent the minimum
participation in the share capital established by CONSOB
resolution, which corresponds to that established by the
Articles of Association (in the light of the market capitali-
sation of the ACEA shares, on the date of this Report the
required minimum is 1% of the share capital).

No candidate may be on more than one list and no share-
holder may vote Zor more than one list. The lists of candi-
dates are zled at the Company’s head office and they are
also disclosed by publication, by the Company and at this

latter’s expense, in three national daily newspapers.

Directorship Termination:

Pursuant to art. 15.3 of the Articles of Association: “If a
director appointed on the basis of the above-mentioned list
vote leaves oTce, the Board of Directors will provide for his
replacement by the co-option, in accordance with art. 2386
o[the Civil Code, with the first candidate not elected on
the list on which the outgoing director was a candidate, in
respect of the legal provisions on gender balance, or, if that
list has no more candidates, with the first of the non-elect-
ed candidates regardless of the relative list; however, if the
outgoing director is not on the Majority List, the absence of
connection with the Majority List must be respected. If the
outgoing director had the requisites of independence and/
or belonged to the less represented gender and the number
of independent directors and/or those of the less represent-
ed gender consequently fall below the minimum number
required by law, the first non-elected candidate of the list
of the outgoing director with the requisites of independence
required by law and/or oﬁ the less represented gender will
be af)pointed. Directors thus appointed will remain in office
until the next Shareholders’ Meeting.”

Replacement of a Director:

Pursuant to art. 15.4 of the Articles of Association: “If a
director leaves office during the financial period, the Share-
holders’ Meeting, by a relative majority vote, will elect his re-
placement, as far as possible in respect of the rules in force on
independence and gender balance, from the non-elected can-
didates on the same list as that of the outgoing director. The
newly appointed director must have provided, at least ten days
before that scheduled for the Meeting, written confirmation
of his candidature as well as the declarations that no reasons
exist for his ineligibility or incompatibility and that he holds the
requisites prescribed for the office by the laws in force and the
Articles of Association.

If this replacement procedure is not possible, a resolution must
be passed by a relative majority vote, always in respect of the
representation of the minorities and the minimum number of
independent directors, however.

A director thus appointed will remain in office until the expiry
of the term of office of the other directors.

If, for any reason, the number of Board Directors falls below
half the established number, the entire Board of Directors will
fall from office and the Shareholders’ Meeting must be con-
voked immediately for its reconstitution. However the Board
of Directors will remain in office for the execution of acts of
ordinary administration until the Shareholders’ Meeting has
resolved on its renewal and until at least half of the new direc-
tors have accepted their appointment.”
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Majorities requested for amendments to the Articles of As-
sociation

With reference to amendments to the Articles of Associ-
ation, the Extraordinary Shareholders’ Meeting, in compli-
ance with art. 12 of the Articles of Association, will adopt the
necessary resolutions with the majorities required by law.

4.2 COMPOSITION
(art. 123-bis, par. 2, letter d, of the CFA)

Pursuant to art. 15.1 of the Articles of Association, the
Company is governed by a Board of Directors composed of
at least ﬁ{/e and no more than nine members appointed by
the Ordinary Shareholders’ Meeting which determines the
number within those limits.
The Shareholders’ Meeting of 5 June 2014 determined
that the Board Directors should be seven, it appointed the
Board of Directors and the Chairwoman, and it determined
that the term of office should be three financial periods
and, in any case, until the Shareholders’ Meeting Eeld to
approve the Financial Statements relating to the financial
ear 2016.
Kater, consequent to the considerations expressed by
the Board o? Directors’ Appointments and Remunera-
tion Committee (pursuant to art. 5.C.1, letter a, of the
Self-Regulatory Code) and the self-assessment (“Board
Evaluation”) that the Board carried out (pursuant to art.
1.C.1, letter g, of the said Code), with the assistance of the
independent external advisor Egon Zehnder, a leading in-
ternational firm with specific expertise, in pursuit of more
efficient functioning of the Board of Directors and its ad-
visory committees, the Shareholders examined the possi-
bility of increasing the number of Board Directors from 7
to 9 with the addgition of 2 independent directors holding
specific skills.
£n 23 April 2015, the Shareholders’ Meeting resolved on
the increase in the number of Board Directors from 7 to
9, in respect of art. 15.1 of the Articles of Association, and
it appointed two new directors, namely Roberta Neri and
Massimiliano Capece Minutolo Del Sasso.
On 31 May 2016, the Director Diane d’Arras resigned and
since all the candidates on the minority lists presented at
the Shareholders’ Meeting of 2014 by Ondeo (now Suez)
and Fincal formally declared their unwillingness to hold of-
fice as Board Directors, the shareholder Suez, from whose
list the resigning d’Arras had been taken, proposed the ap-
pointment of l\fr Angel Simon Grimaldos who, on 28 June
2016, was co-opted as an independent non-executive di-
rector.
Thus, as of 31 December 2016 the Board of Directors has
been composed as follows: Catia Tomasetti (Chairwoman),
Alberto Irace (Managing Director), Paola Antonia Profeta,
Elisabetta Maggini, %rancesco Caltagirone, Angel Simon
Grimaldos, Giovanni Giani, Roberta |\§eri and Massimiliano
Capece Minutolo Del Sasso.
Of the above directors in office, 2 are executive directors
(the Chairwoman and the Managing Director), to whom
the Board of Directors has dele atefindividual managerial
powers, whereas the remaining% are non-executive cﬁrec-
tors without individual management powers.
Some information of a personal and professional nature on
the directors in office is given below:

Catia Tomasetti: born in Rimini on 17 December 1964,
awarded a degree in law with the maximum mark, lawyer of
the Supreme Court. For more than 20 years she has been
dealing with project and restructuring finance, loans and
banking law in general. She was involved in the first finance

prolject in ltaly and since then she has supervised all the so-
called “market firsts” in ltaly and the most important Italian
project finance operations, including those in the energy,
water, gas and waste treatment sectors, and their re-fi-
nancing. She is known by the most prestigious international
|efga| guides such as Chambers, LegalS00 and IFLR as one
of the major experts in project financing in the fields of en-
ergy, water and public company restructuring.

She is also an expert in companies with mixed capital, both
public and private, public service companies and privatisa-
tion, and she is regularly involved as an advisor in the draft-
ing of laws regarding the electricity sector, integrated water
service project finance and project bonds.

At present she is: a member of the Board of Directors of
the Rome Chamber of Commerce; Vice Chairwoman of
Utilitalia (formerly Federutility); member of the Unin-
dustria Steering C}lommittee and Council; member of the
Presidential Committee of Associazione Civita; and Chief
of the Banking and Financial Department and of the Pro-
ject Finance %'e;partment of the Law Firm Bonelli Ere-
de Pappalardo. From February to October 2016 she was
Chairwoman of the Board of Directors of the Cassa di Ris-
parmio di Cesena.

She was appointed on the basis of list no. 1 presented by
Roma Capitale (containing: no. 1 Catia Tomasetti, no. 2
Elisabetta Maggini, no. 3 Alberto Irace, no. 4 Paola Antonia
Profeta, no. 5 Franco Paparella, no. 6 Salvatore Monni, no.
7 Fausto Valtriani, no. 8 Giovanni Campa and no. 9 Don-
atella Visconti); the relative appointment proposal obtained

the favourable vote of 68.6249% of the voters.
Alberto Irace: born in Cagliari on 13 November 1967, he is

a member of the Councils and of the Steering Committees
of Assoelettrica and of Utilitalia.
He was Managing Director of Publiacqua Spa, which oper-
ated in Tuscany from 2009 to 2014, and ot Ingegnerie To-
scane from 2010 to 2014, and Chairman of Ente d’Ambito
Sarnese Vesuviano, in Campania, where he directly man-
Tl%ed the founding and development of Gori Spa.

e has conducted many in-depth corporate re-organisa-
tion projects based on technological innovation.
On 1 December 2016 Assochange, the ltalian association
for management change, awarfed him the “2016 best
change” award for having completed the ambitious trans-
formation project entitled ACEA 2.0. At the SAP Execu-
tive Summit of 14 March 2016, he received the SAP Inno-
vation Award for his launch of the most innovative project
in partnership with SAP ltalia, aimed at making ACEA be-
come the first entirely digital multi-utility company in ltaly.
Management of Utilities and of Infrastructures (N\(JI) con-
ferred on him the “2013 Utility Manager of the Year” award
for the creation of the Work Force Management system
for the management of water services also in Publiacqua.
Journalist and expert, he is the co-author, together with
Erasmo D’Angelis, of “Come riparare [I'ltalia: rilanciare
'economia e scﬁvare il territorio con la Blue Economy” with
preface by Giorgio Napolitano, and of “Il valore dell’acc;ua:
chi la gestisce, quanta ne consumiamo e come possiamo salva-
rla”, with preface by Matteo Renzi, both published by Dalai
Editori.
He was appointed on the basis of list no. 1 presented by the
above-mentioned Roma Capitale.

Elisabetta Maggini: born in Rome on 24 July 1982, a law

raduate specialised in Real Estate Finance with a master’s
ﬁe ree from the Business School of the “Guido Carli” Lu-
isngniversity. She is a Board Director of Sorgente Group,
delegated to deal with Institutional Relations, a member of
the Strategic Committee of Gruppo ltalia, a member of the
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Female Entrepreneurs’ Committee at the Rome Chamber
of Commerce, and member of the Steering Committee of
ACER Giovani, the National Association o1'gYoung Real Es-
tate Builders of Rome. From 2008 to 2013 she dealt with
the young female entrepreneurs sector of the presidency of
the Province of Rome and, successively, for the Chairman
of the Lazio Region. She is spokeswoman for the Council of
Young Entrepreneurs and Professionals of Rome and Lazio.
She was appointed on the basis of list no. 1 presented by the
above-mentioned Roma Capitale.

Paola Antonia Profeta: born in Milan on 02 May 1972, with
a degree in economics and social studies from the Bocconi
University, awarded cum laude, and she has a PhD in Eco-
nomics awarded by the Pompeu Fabra University of Bar-
celona. She is: a permanent associate professor in financial
sciences at the Bocconi University of Milan; member of the
CESifo Research Network, Munich (Germany); member of
the publishing committees of specialist magazines on eco-
nomic sciences; author of many international publications
on public economy and economy in general; collaborator of
the Equal Opportunities department of the Prime Minister’s
Department; and scientific advisor for Unicredit and for the
Universities Foundation. She also sits on the Board of Direc-
tors of Banca Profilo, a company listed on the ltalian stock
exchange. She was appointed on the basis of list no. 1 pre-
sented by the above-mentioned Roma Capitale.

Francesco Caltagirone: born in Rome on 29 October 1968.
At present he is the Board Chairman and Managing Direc-
tor of the listed company Cementir Holding, an§ I\fanaging
Director of the listed companies Caltagirone and Caltagi-
rone Editore.

He was appointed on the basis of list no. 2 presented by
Fincal SpA (composed as follows: no. 1 Francesco Caltagi-
rone, no. 2 Paolo Di Benedetto, no. 3 Azzurra Caltagirone,
no. 4 Mario Delfini, no. 5 Tatiana Caltagirone, no. 6 Mas-
similiano Capece Minutolo Del Sasso, no. 7 Albino Majore
and no. 8 Annalisa Mariani), obtaining the favourable vote
of 13.3813% of the voters, with a quotient of 21,437,487.
Since his aEpointment by the Shar:‘wolders’ Meeting he has
held 7.513% of the share capital.

Giovanni Giani: bornin Lecco on 14 January 1950, engineer,
manager with vast international e>}perience in business de-
velopment and the management of companies in the sector
of services for society as a whole and in the industrial sec-
tor, and expert in international industrial relations.

At present he holds the office of Chairman and Managin
Director of Suez ltalia SpA, the Italian holding company o%
the Suez Group.

He was appointed on the basis of list no. 3 presented by
Ondeo ltalia SpA, with 12.483% of the share capital at
the date of the Shareholders’ N\eeting that appointed him
(composed as follows: no. 1 Giovanni Giani, no. 2 Diane
D’Arras, no. 3 Olivier Jacquier, no. 4 Gael Falchier, no. 5
Francesca Menabuoni, no. 6 Mauro Alfieri, no. 7 Dominiq-
ue Romani, no. 8 Marica Lazzarin and no. 9 Francesco No-
centini), obtaining the favourable vote of 17.9524% of the
voters, with a quotient of 28,760,573.

Roberta Neri: born in Rome on 8 August 1964, with a de-
ree cum laude in Economics and Business Studies from
La Sapienza” University of Rome, he has been the Manag-

ing Director of ENAV since July 2015.

He began his career in ltalsiel, to then pursue his profes-

sional path in ACEA SpA, where he covered roles with in-

creasing responsibility from 1991 to 2004, and where he
has been Chief Financial Officer and the manager respon-

sible for accounting reporting (Reporting Officer) since

January 2004.

He has also been a director of Sorgenia SpA since March 2015.

He has been Chairman and Managing Birector of the com-
any Manesa, which provides advisory services for financial

and industrial investors in the technical-financial field and

on structured Jjoint investment operations.

He was appointed with the favourable vote of 73.436570%

of the voters.

Massimiliano Capece Minutolo Del Sasso: born in Naples on
07 April 1968, a graduate in engineering, at present he is on
the boards of directors of several companies, some of which
are listed on the Milan stock exchange, including Caltagi-
rone SpA and Vianini Lavori SpA.

He was appointed with the favourable vote of 73.436570%

of the voters.

Angel Simon Grimaldos: Awarded a degree in Civil Engi-
neering with specialisation in Hydraulics from Barcelona
Polytechnic university. Since March 2013 he has been the
Senior Executive Vice President Water Europe for Suez
Environnement. As of June 2010 he has been the Execu-
tive Chairman of “Aguas de Barcelona - AGBAR?”, a hold-
ing of more than 150 companies that has operated for over
140 years in all spheres connected with the integrated wa-
ter cycle.

He is currently Chairman of the AGBAR Foundation, of
the Aquae Foundation and of the Acuorum Foundation.

Co-opted on 28 June 2016.

Maximum number of offices simultaneously held in other
companies

The Board of Directors, at its meeting of 23 March 2011,
with the favourable opinion of the Internal Control Com-
mittee, resolved that Board Directors could not hold more
than 10 offices in listed companies, including that held in
ACEA, to assure maximum possibility of gulﬁlling their
mandates.

The nature of the office held by the Directors is such as to
require them to be able to dedicate all the time necessary,
and the type and number of the other offices held by the
Directors at present in office makes it possible for them to
perform their duties in the best possible manner.

All the Directors in office, already when the lists were filed
and, later, on their acceptance of their mandate, specified
the offices that they helcrin other companies listed on regu-
lated markets (also abroad), in financial, banking and insur-
ance companies and in companies of relevant dimensions.
On the basis of the updated communications received b
the Company in implementation of the resolutions passegj
all the Directors, at 13 March 2017, cover a number of roles
compatible with the guidelines laid down by the Board itself.
Plate 1, at the foot of this Report, lists the offices held by the
Directors and Statutory Auditors in other companies listed
on regulated markets, also abroad, in financial, banking and
insurance companies and companies of relevant dimensions.

Induction Programme

As in the past, after special induction sessions carried out in
2014 and 2015 to give the newly appointed directors ade-
quate knowledge ogthe main sectors of activity (networks,
energK and the environment), several follow-up sessions
were held in 2016 during Board of Directors’ meetings,
on business and investments, company dynamics and their
development, the legal framework of reference and on the
subsidiary companies.

In addition, in 2016 the Board of Directors’ Chairwoman
organised Board meetings with the participation of the
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Statutory Auditors, to illustrate Work Force Management
(WFM), a digital platform which allows for coorfinatin
and monitoring all the activities of the ACEA Group in rea%
time. In fact, by means of WFM, the Company integrates
the aim of customer satisfaction with that of creating val-
ue for the shareholders, at the same time paying attention
to the needs of society and respecting the environment;
it takes avail of the professional skills o% its employees and
enhances management responsibility in the achievement of
the Company’s objectives.

Succession plans

The Board of Directors, in consideration of the procedures
for the appointment of the executive directors, who repre-
sent the major shareholder, and the assessments expressed
by the latter, has deemed it unnecessary to develop a succes-
sion plan for the said directors. If an executive director leaves
office, the Board of Directors may co-opt a new director in
his place and determine the powers to be vested on the same.
The first appropriate Shareholders’ Meeting will then provide
for his successive inclusion on the Board of Directors.

4.3 THE BOARD OF DIRECTORS’ ROLE
(art. 123-bis, par. 2, letter d, of the CFA)

The Company’s Board of Directors holds a central role in
the sphere ot the Company’s governance, and all the de-
partments and the managers of the Company and of the
Group with strategic and organisational responsibilities
(Key Managers) report to the Board of Directors. Taking
into account its role, the Board of Directors meets regu-
larly, to guarantee the effective performance of its duties.
More specifically, the Board of Directors, pursuant to law, the
Articles of Association and the guidelines of the Internal Con-
trol and Risk Management System (hereinafter “Guidelines”)
approved on 20 December 2012, has the duties listed below:
* to define the strategic and general management line and to
develop the Company’s evolution; to provide for the eco-
nomic-financial coordination of the group’s activities by
approving medium-term strate%ic plans which incorporate
the Group’s development guidelines, the investment plan,
the financial plan and the annual budgets; the acquisition
and disposal of stakes, excluding infra-group operations;

* to define the nature and level of risk compatible with
the Company’s strategic targets, so that the main risks
to which the Company and its subsidiaries are exposed,
including the various risks that can become relevant in
the light of sustainability over the medium-long term pe-
riod, are correctly identified and adequately measured,
managed and monitored, also determining the degree of
compatibility of such risks with a business management
consistent with the strategic targets identified;

* to approve and amend the interna% regulations as far as con-
cerning the general organisational structure of the Compa-
ny and of the Group, and any amendments to the same that
have a significant influence on the Group’s organisation;

* to apEoint the General Manager;

* todefine the corporate governance system and to provide
for the constitution, within the Board of Directors itself,
of specific Committees, appointing the relative members
and attributing powers to the same on the occasion of the
approval of their respective functioning regulations;

* to adopt an Organisational and Management Model in
compliance with Legislative Decree 231/2001 and to ap-
point the Supervisory Board;

* to designate the directors and statutory auditors for
ACEA representation on the relative boards of its major
subsidiaries, understood as those listed on regulated mar-

kets and those that require the commitment of capital,
shareholders’ loans or guarantees above Euro 10 million;
with reference to directors with delegated powers, to at-
tribute and revoke such powers, and to define the limits
and procedures of their exercise;
to reserve and exercise for ACEA and its subsidiaries the
power for expenditures above Euro 7.5 million, if in line
with the budget, and above Euro 1 million for off-budget
expenditure;
to determine, on a proposal of the specific Committee
and after consulting the Board of Statutory Auditors, the
fees due to the Chairperson, the Managing Director, the
other directors vested with special roles, the members of
the Board of Directors’ Committees and the salaries for
key managers, i.e. those with strategic responsibilities;
to define the Guidelines, after consultation with the Con-
trol and Risks Committee (hereinafter also CRC), whose
duties are illustrated in Chapter 10, so that the main risks
to which ACEA and the major companies of the Group
are correctly identified and adequately measures, man-
aged and monitored;

to assess the adequacy of the organisational, administra-

tive and accounting framework of ACEA and of its sub-

sidiaries with strategic relevance, especially as regards the

Internal Control and Risk Management System (herein-

after also the “Control System”);

to assess the general business trend (art. 2381 of the Civil

Code) taking into consideration, in particular, the infor-

mation received from the delegatecs) bodies, periodically

comparing the results achieved with those programmed;
to appoint and revoke:

¢ the Audit Department Manager, on the favourable
opinion of the CRC and on a proposal of the Director
responsible for the Internal Control and Risk Manage-
ment System, and after consultation with the Board
of Statutory Auditors, making sure that said Depart-
ment is provided with adequate resources for the per-
formance of its duties and defining the remuneration
consistent with Company policies;

* a Financial Reporting Officer, unless already provided
for by the Shareholders’ Meeting, on the favourable
opinion of the Board of Statutory Auditors (pursuant
to art. 22-ter of the Articles of Association), ensuring
the adequacy of his powers and means for the perfor-
mance of his duties;

to approve annually the Audit Department Manager’s

work plan, after consulting the Board of Statutory Audi-

tors and the Control System Director;

after consulting the Board of Statutory Auditors, to as-

sess the results illustrated by the independent auditor in

the case of suggestions, that said Board may express in

a letter or in its report, on fundamental issues that have

come to light during the audit of the accounts;

to assess, at least once every six months, the adequacy

of the Control System in consideration of the Compa-

ny’s features and its risk level, and to illustrate the main
features of the same in the Report on Corporate Gov-
ernance, expressing its own assessment of the adequac

of the same, after hearing the opinion of the Control and

Risks Committee;

to establish Company measures of protection for the

processing of personal or sensitive data by third parties

(pursuant to Legislative Decree 196/2003);

to adopt the procedures necessary to protect workers’ health

and appoint the subjects responsible for ensuring safety in

the workplace (pursuant to Legislative Decree 81%2008 ;
to make all efforts to establish continuous dialogue with
the shareholders based on the comprehension of the re-
ciprocal roles;
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* to promote initiatives aimed at fostering shareholders’
maximum particiﬁation at the Shareholders’ Meetings and
to facilitate the shareholders in the exercise of their rights;

* to adopt, on a proposal of the Managing Director, the
procedures for the internal management and the exter-
nal disclosure of documents and information regarding
the company, especially “price sensitive” information
and those relating to transactions in financial instruments
carried out by persons who, due to their office, have ac-
cess to relevant information;

* to carry out self-assessment at least once a year on the
functioning of the Board itself and of its Committees,
and on their size and composition;

* to assess, at least once a year, the independence of its
non-executive members.

The Board of Directors has provided for the fulfilment of

the above duties, and among other things:

* over the financial year 2016, it has assessed the general busi-
ness trend on the occasion of the financial reporting (the
draft financial statements of the period at 31 December
2015; the six-monthly interim financial report; the interim
management reports on the Ist and 3rd ciuarters of the peri-
od), taking into consideration, in particular, the information
received from the delegated botjiaes, and periodically com-
paring the results achieved with those programmed;

* in November 2016 it approved the 201%—2020 Sustain-
ability Plan which contemplates, also in implementation
of the provisions of the listed companies’ Self-Regulatory
Code and of EU Directive 2014/95, the Board of Direc-

tor’s greater involvement in issues regarding Sustainability.
The F%rmal drafting of the Sustainability Plan contributes
to the concrete application of the sustainability principles
in the execution of the Group’s operations and to the pro-
gressive integration of sustainability from the strateiic
viewpoint, and it answers the growing expectations of the
parties concerned (customers, regulatory authorities, law
makers, financiers, intermediate groups of civil society,
business counterparties), that are increasingly attentive
to the Company’s sustainability. In addition, the targets
indicated in the 2016-2020 gustainability Plan will be
monitored by an especially established Interdepartmental
sustainability advisory panel, whereas the Plan itself will be
periodically subjected to review and updating, in order to
maintain its consistency with the Company’s evolution.

On 13 March 2017, the Board of Directors:

* assessed the adequacy of the Internal Control and Risks
Management System and the adequacy of the Compa-
ny’s organisational, administrative and accounting frame-
work and that of its strategically relevant subsidiaries,
deeming the ACEA Control System, as a whole, to be
suitable for the pursuit of the Company’s objectives;

* as an integral part of the aforesaid assessment process,
carried out self-evaluation of the composition and func-
tioning of the Board of Directors itself and of its internal
Committees. Said evaluation regarded the Board of Di-
rectors’ independence, structure and composition, the
functioning of the Board and of its Committees, and the
information flows received by the Board and its Commit-
tees in the performance of tzeir duties. For the execution
of the assessment tasks, the Board of Directors took avail
of a company specialised in the sector, as illustrated below;

*in compliance with the recommendations of the
Self-Regulatory Code, and in view of the renewal of the
Company’s bodies, the Board of Directors, on the opin-
ion of the Appointments and Remuneration Committee
and taking into account the self-assessment results, has
developefits own guidelines on the future dimension and

composition of the governing body, also with particular
reference to the Chairperson and the Managing Direc-
tor, to be submitted to the Shareholders’ Meeting sched-
uled for 27 April 2017 next.

Functioning
The Board of Directors meets regularly, in compliance with
the terms of law and a works calendar, organising itself and
operating in order to guarantee the effective and efficient
execution of its functions.
In 2016 the Board of Directors held 10 meetings, lasting on
average approximatelB1 hour 50 minutes each, reiularly at-
tended by the Board Directors and the Statutory Auditors.
The Directors’ attendances at the Board of Directors’
meetings are detailed in Table no. 2.
For the year 2017, 4 Board of Directors’ meetings have
been scheduled, and communicated to the market, for the
approval of the financial reports of the period. So far, 2
meetings have been held, including today’s meetin%;
The Board of Directors operates according to Works Reg-
ulations in force since 22 April 2003, which discipline the
works of the Board in order to guarantee the immediacy and
completeness of the information transmitted prior to the
meetings. In compliance with the said Regulations, the reso-
lution proposals, together with all the useful documentation
approved by the Director responsible for the specific item,
must be delivered at least 10 calendar days before the date of
the meeting, to the Company’s administrative office which
will submit them, without de?;y, to the Managing Director
for his approval, for the purpose of defining the Sra t Agenda.
The administrative office, at least 6 days before that of the
Board of Directors’ meeting, submits to the Chairperson
of the Board the resolution proposals and the relative in-
formation, together with the draft agenda approved by the
Managing Director.
The Chairperson finalises the Agenda, also inserting pro-
osals and items of his competence, which is then transmit-
ted, at least 3 days before that of the meeting, to the sin-
gle Directors anJStatutory Auditors, together with all the
ocumentation prepared by the ComparR/’s departments.
The meetings have been regularly attended by the Direc-
tors and by the Statutory Auditors.
In 2016 the managers of the Company and of its subsidiar-
ies with responsibﬁity for the various items on the agendas
were invited to the Board of Directors’ meetings and, on
the Managing Director’s invitation, they gave t%\e neces-
sary information on the suld)jects under discussion, leaving
the meeting when the Board of Directors was about to vote
on the relative resolutions.

Assessment of the functioning of the Board of Directors
and its Committees

The Board of Directors, according to the application cri-
terion of 1.C.1 letter g) of the Self-Regulatory Code, must
assess its own dimension, composition and functioning and
those of its Committees (“evaluation board”) at least once a
year, autonomously or with the assistance of an independ-
ent external advisor.

ACEA has entrusted the execution of the Evaluation
Board, for a three-year term, to the advisor Egon Zehnder,
a leading consultancy company with years ogexpertise in
the field, which holds the necessary requisites of independ-
ence and which has no other ACEA mandates.

The activity carried out by the advisor comprises assess-
ing the Board of Directors according to international best
practices; in particular, all the areas of the Board of Direc-
tors’ competence have been assessed.

The evaluation of the Board of Directors regarded, in addi-
tion to the level of its adhesion to the principles and con-
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duct defined by the Board of Directors’ Regulations and by

the SelF-Reguﬁ;tory Code, benchmarking in respect of the

best practices found on the ltalian and foreign markets.

The process followed for the assessment is fundamentall

based on hearing the various individual opinions, througz

interviews carried out both with the aid oFa questionnaire

and with open discussions with the single Directors and

with the Chairperson of the Board of Statutory Auditors,

subsequently processed by the advisor.

The questions of the questionnaire and the interviews with the

Directors focused on the various aspects of the functioning of

the Board of Directors and of the (?ommittees, such as:

* the dimension and composition - and possible indications
in view of renewal;

* the independence and the formation;

* the Board of Directors’ meetings and the decision-mak-
ing processes;

¢ the role of the Chairperson of the Board of Directors and re-
lations between the goard Directors and the Management;

* the information and the presentations;

* risk strategy and control;

* the structure and the persons;

e the Board of Directors’ Committees;

* the dynamics of the Board of Directors.

In these activities, the opinions of all the members of the
Board of Statutory Auditors were also acquired.
Egon Zehnder, at the Board of Directors’ meeting of 13
March, presented the results of the assessment gor the
third year of the mandate of the Board of Directors in of-
fice; in particular the advisor, on the basis of the comments
acquired and the comparative analysis carried out, reached
the following conclusions:
“On the basis of the comments acquired and the comparative
analysis, we express a positive opinion cgfcompliance on the
part of ACEA with the indications of the Self-Regulatory Code
during the third year of the mandate of the said Board and for
all three years of its mandate.
In these years, the Board has shown a solid governance base
and has benefited from the high level collaboration of the sup-
porting structures.
In addition, in this third year of the mandate, ACEA’s Board of
Statutory Auditors has re-confirmed its contribution by giving
its opinion in support of the Board’s advice to the Shareholders,
in view of the formation of a new Board of Directors.
In their advice to the Shareholders, we underline that the Board
Directors and the Statutory Auditors have the same opinion on:
* the idealgeatures of the Chairperson, the Managing Director
and the Directors;
* the functioning of the Board of Directors and of its Commit-
tees, that has improved and been consolidated over time;
* the dynamics of the Board of Directors, which are clearly
positive today, exemplified by:
* excellent collaboration between the Chairperson and the
Managing Director;
* the constructive contribution of the Minorities.”

4.4 DELEGATED BODIES

Managing Director

In June 5014, the Board of Directors appointed Alberto
Irace as Managing Director, conferring on him all powers
for the governance of the Company except those other-
wise attributed pursuant to law and regulations, the Arti-
cles of Association or the power structure approved in June
2014 (with reference to the issues that, according to the
said structure, are reserved to the Board of Directors, see

paragraph 4.3), and in particular the Managing Director:

® operates on the basis of medium-long term plans and the
annual budgets approved by the Board, and guarantees
respect for the managerial E/I\Jidelines deriving from the
same. In this context, the Managing Director’s powers
are exercised, for ACEA and its subsidiaries, for transac-
tions up to Euro 7.5 million (works contracts, purchases,
rentals, disposals, participation in calls for tencrer, etc) if
in line with the budget, and for transactions up to Euro
1 million for off-budget transactions; for the Group’s
subsidiaries operating on the energy - electricitg and
gas - market, the powers vested on the Managing Direc-
tor include: 1) the issue of sureties and other guarantees
up to Euro 12 million if in line with the budget and up to
Euro 2 million for off-budget operations; ii% the issue of
all the sureties and other obligatory guarantees in favour
of AEEGSI [the Italian electricity, gas and water author-
it?/], GSE [the energy servicesgrovider], G/\/\Egmanager
of the energy markets], Terna SpA, the Single Buyer and
other public subjects;

* signs the works agreements of any amount awarded on
the basis of Legislative Decree 163/2006;

* implements the organisational and procedural changes in
the Parent Company’s activities according to the guide-
lines approved by Board of Directors’ reso%ution;

* chairs and coordinates the Management Committee,
which is an advisory committee composed of Company
managers, with the task of verifying the Group’s opera-
tional economic situation and that of the single business
units and any gaps compared to the planned targets;

* ensures correct management of corporate information.
To this regard, we refer you to Chapter 5 “Corporate In-
formation Processing”.

The Managing Director informs the Board of Directors and
the Board of Statutory Auditors at least every quarter and,
in any case, on the occasion of the Board of Directors’ meet-
ings, on the activity performed and the Company’s business
trend, on the business outlook and on transactions of major
relevance for their dimensions or features, carried out by the
Company or its subsidiaries, in compliance with art. 20.1 of
the Articles of Association. At present, the Managing Direc-
tor also covers the role of General Manager.

In compliance with art. 20 of the Articles of Association,
the ordinary mana§ement of the Company, the Company’s
signature and legal representation before third parties and
in court are delegated to the Managing Director, as well
as all powers within the scope of the delegations conferred
and within set commitment limits.

The Managing Director is also the Director responsible for
the Internal %ontrol and Risks Management System, ac-
cording to the indications of the Self-Regulatory Code (for
a detai%ed description of the duties attributed to the same in

that capacity, please refer to paragraph 10.1 of this Report).

Chairperson

In June 2014, the Shareholders’ Meeting appointed Catia
Tomasetti as Chairwoman of the ACEA Boar(fof Directors.
The Chairperson, according to art. 20 of the Articles of
Association, is the Company’s legal representative with
power of signature, and also has the power to summon
and chair Board of Directors’ meetings and Shareholders’
Meetings.

The Board of Directors, with a resolution of 9 June 2014,
has also assigned to the Chairwoman the institutional
duties of steering and control, conferring on her corre-
sponding managerial delegations, in particular: the duty of
supervising the Group’s activities and of verifying the im-
plementation of the Board of Directors’ resolutions and the
corporate governance rules, also in implementation of the
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powers reserved to the Board of Directors; verification of
the Company’s activities and processes relating to the as-
pects of the quality provided and perceived, environmental
impact and the Company’s sustainability; supervision of the
Board of Directors secretariat and all the connected activ-
ities; the power to carry out all the activities contemplated
by the laws in force rerating to disclosures and the media,
a?;o through the publication of newspapers and websites,
including the appointment of the Financial Reporting Of-
ficer from among the employees of the Group holding the
legal requirements.

The Board of Directors’ activities are coordinated by the
Chairwoman, who calls the Board meetings, establishes the
agenda and directs the works, ensuring t%at the Directors
are promptly given - except in the case of need or urgen-
cy - the documentation and information necessary to allow
the Board to give an aware opinion on the matters submit-
ted to its examination.

Joint powers of the Chairperson and the Managing Director

With Board of Directors’ resolution of 9 June 2014,

joint powers were also delegated to the Chairperson

and the Managing Director who, in the case of proven
urgency and neeg, are thus authorised to exercise the
powers norma||K reserved to the Board in relation to
contracts, purchases, company transformation, partic-
ipation in tender procedures, the issue of sureties and,
when the urgency does not allow for calling a meeting of
the Board o% Directors (which must be in%ormed at the
next meeting to check on the existence of the need and
urgency), the designation of members of the Boards of

Statutory Auditors and the Boards of Directors of the

more important subsidiaries and partly held companies,

these being understood as:

a) those listed on regulated markets or with securities on
issue as contemplated by art. 116 of Legislative Decree
58/98, i.e. the Consolidated Finance Act;

b) those which require commitments of capital, share-
holders’ loans or guarantees above Euro 10 million.

In addition, the Chairperson and the Managing Director

designate the members of the Boards of Statutory Audi-

tors and the Boards of Directors of the companies of the

ACEA S.p.A. Group other than those considered of “more

M ”
|mportance .

Information to the Board of Directors

The Board of Directors, as also the Board of Statutory
Auditors, in compliance with art. 20 of the Articles of
Association and the provisions of law, receives from the
Chairperson and the Managing Director constant and full
information on the activities performed, summed up at
least quarterly in a report on the general business trend
and the relative outlook. More specifically, with reference
to transactions of major relevance carried out within the
sphere of their powers, including any non-typical trans-
actions and those with related parties, providiné the ap-
proval of which is not reserved to the Board of Directors,
the Managing Director and the Chairperson report to the
Board on the features of said transactions, the subjects
involved and their connection, if any, with the Group, the
determination methods and the relative economic and fi-
nancial effects.

4.5 OTHER EXECUTIVE DIRECTORS

The Board has no other Executive Directors.

4.6 INDEPENDENT DIRECTORS
At 31 December 2016, and still today, the Board had 5

independent non-executive directors, namely: Elisabetta
Maggini, Paola Antonia Profeta, Simon Angel Grimaldos,
Roberta Neri and Massimiliano Minutolo Capece Del Sasso
(see table 2).

The procedure followed by the Board to verify their inde-
pencrence involves the declaration of the existence of the
requisite on the part of the director on presentation of the
list and at the moment of acceptance of the appointment,
and verification by the Board of Directors at the first meet-
ing after the appointment. The independent directors also
promise to immediately inform the Board of Directors of
any situation which entails their loss of this requisite.

The Independent Directors are considered such in accord-
ance with the provisions of law and art. 3 of the Self-Reg-
ulatory Code.

We point out that in the assessment of the requisites of
independence, no parameters other than those set out in
the gelF—Regulatory Code have been used.

Therefore, on the basis of the information provided by the
persons concerned or, at any rate, available to the Compa-
ny, immediately after the appointment, and most recently
in March 2017, the Board of Directors ascertained the ex-
istence of the requisites of independence prescribed by the
Self-Regulatory Code.

The Board of gtatutory Auditors, in compliance with the
provisions of art. 3 of the said Code, checked on the cor-
rect application of the verification criteria and procedures
adopted by the Board of Directors to assess the independ-
ence of its members.

4.7 LEAD INDEPENDENT DIRECTOR
On 13 March 2017, the Board of Directors confirmed that,

as in the preceding year, the conditions for the institution
of a lead independent director so not exist, considering that
the current Chairwoman of the Board of Directors does
not hold the role of the main subject responsible for the
company (chief executive officer), and does not hold a con-
trolling stake in the Company.
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5. CORPORATE INFORMATION PROCESSING

The ACEA Board of Directors, as long ago as September
2006, on a proposal of the Managing Director, adopted
Regulations 1Eor internal governance and for the external
disclosure of the Company’s documents and information.
Said Regulations are available for consultation at www.acea.
it (in the Corporate Governance section). The Regulations:
® establish the methods for the processing and Sisclosure
of Company information within the Group;
® rule that Company representatives who gain knowledge
of information of which the early disclosure could be prej-
udicial to the Company’s equity and/or that of the Share-
holders must treat the same with maximum reserve, and
that the Company, in the case of specific circumstances,
must give immediate and full information to the market;
® prescribes that a procedure must be established for the
drafting of press releases relating to price sensitive infor-
mation, to prevent possible distortions or irregularities in
the communication of such information.
In the same year, in accordance with art. 115-bis of the
CFA, a Register was instituted, now disciplined by art. 18,
paragraph 1, letter a) of EU Ri%ulation no. 596/2014 (the
Market Abuse Regulation, or MAR), containing the list of
all persons with access to inside information who have a
professional collaboration relationship with the Compa-
ny, whether they are employees or not, and who, in the
performance of certain duties, have access to inside in-
formation such as, for example, advisors, accountants or
credit rating agencies (Register of Persons with Inside In-
formation /Eccess).
Art. 7 of the MAR provides that inside information is “in-
formation of a precise nature, which has not been made public,
relating, directly or indirectly, to one or more issuers or to one
or more financial instruments, and which, if it were made pub-

lic, would be likely to have a significant effect on the prices of
those financial instruments or on the price of related derivative
financial instruments”; and that “information shall be deemed
to be of a precise nature if it indicates a set of circumstanc-
es which exists or which may reasonably be expected to come
into existence, or an event which has occurred or which may
reasonably be expected to occur, where it is specific enough to
enable a conclusion to be drawn as to the possible effect ofthat
set of circumstances or event on the prices of the financial in-
struments or the related derivative financial instrument [...]. In
this respect in the case of a protracted process that is intended
to bring about, or that results in, particular circumstances or
a particular event, those future circumstances or that future
event, and also the intermediate steps of that process which
are connected with bringing about or resulting in those future
circumstances or that future event, may be deemed to be pre-
cise information.”

Rules have also been adopted on Internal Dealing in com-
pliance with the provisions of art. 114, paragraph 7 of the
CFA, and today also the provisions of art. 1% of the MAR
which rules that transactions in financial instruments
carried out by Relevant Subjects and by persons closely
linked to the same must be communicated to ACEA and
to CONSOB immediately and, in any case, within three
working days from the transaction, at the request of the
Relevant Subjects.

Relevant Subjects and persons closely linked to Relevant
Subjects must notify the Company, in compliance with the
aforementioned provision, of all transactions carried out on
their behalf once the aggregate amount of such transac-
tions reaches the thresho%d of Euro 5,000 (or the greater
amount contemplated by the provision applicable in the fu-
ture) within the calendar year.
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6. BOARD OF DIRECTORS’ INTERNAL COMMITTEES
(art. 123-bis, par. 2, letter d), of the CFA)

The Board of Directors has formed two committees from
among its members, to make proposals and to give advice:
the Control and Risks Committee and the Appointments
and Remuneration Committee. Thus, the powers and du-
ties relating to appointments and remuneration are aggre-
gated and vested on a single committee. This aggregation,
in line with the recommendations of the Self-Regulatory
Code, respects the composition requirements contemplat-
ed by said Code for both the Committees and ensures cor-
rect execution of the relative powers and duties.
Said Committees are composed of at least three non-exec-
utive directors appointed by the Board of Directors itself,
the majority of wEom must be independent directors and
one of whicK independent directors will be the Chairperson
of the Committee.
The composition, duties and functioning of the Commit-
tees are disciplined by the Board of Directors, in specific
regulations, consistent with the criteria laid down Ey the
Se%c- Regulatory Code.
In particular, pursuant to the Control and Risks Committee
Regulations, said Committee must be composed of at least
three non-executive directors, the majority of whom must
also be independent directors. The Committee Chairper-
son is chosen from the independent directors. At least one
member of the Committee must hold adequate experience
in accounting, finance and risk management, which experi-
ence the Board of Directors assesses at the moment of the
appointment.
Pursuant to the Appointments and Remuneration Com-
mittee Regulations, said Committee must be composed
of at least three non-executive directors, the majority of
whom must also be independent directors. The Committee
Chairperson is chosen from the independent directors. At
least one member of the Committee must hold adequate
experience in finance and remuneration policies, which ex-
perience the Board of Directors assesses at the moment of
the appointment.
In the performance of their duties, said Committees have
access to Company information and activities, necessary
for performing their respective duties, and the assistance
of the Company’s departments according to their sphere
of competence; they may also take avail of external con-
sultants at the Company’s expense, within the limits of the
annual budget approved for each Committee by the Board
of Directors.
The consultants, for both Committees, must be chosen
avoiding possible conflicts of interests and the conferment
of mansates on subjects that provide services to companies
of signiﬁcance such as to compromise in practice the inde-
l?en ent judgement of said consultants.

he Committee meetings are attended by the Board of
Statutory Auditors, or by another auditor designated by the
Committee (the other Kuditors, in any case, being entitled
to intervene), and the Board of Directors’ members or rep-
resentatives of Company departments may also take part,
as well as third parties, on specific invitation of the Com-
mittee’s Chairperson, whose assistance may contribute to
the efficient performance of the Committee’s duties.
As a general rule, the Audit Department Manager attends
the meetings of the Control and Risks Committee. The
meetings may also be attended by the Director deleﬁat-
ed with responsibility for the Internal Control and Risk
Management System, the Board of Directors’ Chairperson
and the other Statutory Auditors and, on invitation of the

Committee Chairperson, other members of the Board of
Directors’ or of the Company’s structure may attend to
express assessments of their competence.

The meetings of the Appointments and Remuneration
Committee may be attended by the Managing Director
and, on invitation of the Committee itself, also other sub-
Jects in reference to the single items on the agenda, to give
information or to express assessments of their competence.
The Personnel and Organisation Manager is usually invited
to attend, whereas the director or manager whose position
the Committee is examining may not attend.

The Board of Directors has also zormed a Transactions with
Related Parties Committee (TRPC), to perform the role
requested by CONSOB Resolution no. 17221 of 12 March
2010 as successively amended, and as contemPlated by the
“Transactions with Related Parties Procedure” adopted by
the Company and briefly illustrated in paragraph 11 of this
Report.

The TRPC Committee, composed of at least three In-
dependent Directors, is vested with duties and powers to
make inquiries, to submit proposals and to provide advice
for assessing and deciding on transactions with Related
Parties, of both minor and major relevance.
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7. APPOINTMENTS AND REMUNERATION COMMITTEE

On 31 December 2016, the Appointments and Remuner-

ation Committee was created, composed of four non-ex-

ecutive directors, three of whom are independent, namely:

Elisabetta Maggini (Independent Chairwoman), Giovanni

Giani (not independent), Roberta Neri and Massimiliano

Capece Minutolo del Sasso (both independent).

The Board of Directors recognised that Roberta Neri holds

the requisite of adequate knowledge and experience in ac-

counting and financial matters.

The Committee’s secretariat duties are performed by the

Board of Director’s secretary or by another subject chosen

by the Committee itself.

TKe Committee held 4 meetings in 2016, duly recorded

in minutes and regularly attended by all the members (as

well as the members of the Board of Statutory Auditors),
with an average duration of approximately 1 hour 15 min-
utes each.

The Appointments and Remuneration Committee, within

the scope of its duties, must make proposals and give advice

to the anrd of Directors and monitor the app%ication of
the criteria and decisions adopted by the latter.

Its duties also include submitting proposals and offering

advice on the fees for directors ﬁolding special roles, for

the General Manager and for those holding positions of
strategic relevance for the organisation. The Committee
also expresses an opinion on the Group’s personnel re-
muneration and retention policies that it submits to the

Managing Director.

In particu%ar:

1. it proposes to the Board of Directors the remuneration
policy for Directors and Key Managers, promoting me-
dium-long term sustainability and taking into account,
for executive directors and directors vested with special
duties and, as far as compatible, also for key managers,
that the fixed part and the variable part must be ade-
quatelZ balanced according to the strategic targets and
the risk management policy;

2. it periodically assesses the adequacy, the overall con-
gruence and the concrete application of the remuner-
ation policy relating to directors and key managers, on
the basis of information provided by the Managing Di-
rector, and it presents proposals regarding saig remu-
neration to the Board of Directors;

3. it proposes to the Board of Directors candidates for
directorships, taking into account any reports received
from the shareholders in the case of co-option if an in-
dependent director must be replaced;

4. it presents proposals to the Board of Directors on the
fees of the executive directors and the other directors
that hold special offices, and on the performance tar-
gets linked to the variable part of said fees;

S. it submits to the Board of Directors an opinion on the
remuneration policies for key managers;

6. it monitors the application of the decisions adopted
by the Board, checking, in particular, on the effective
achievement of the performance targets;

7. it submits to the Board a Remuneration Report that
the directors must present to the annual Shareholders’
Meeting;

8. it draws up opinions for the Board of Directors on the
size and composition of the same and it expresses rec-
ommendations regarding the professional figures that
it deems should sit on the Board, the maximum number
of offices that directors or statutory auditors can hold
without prejudice to the directors’ effective participa-
tion in the éoard’s committees, and the existence and

importance of any activitiesc!aerformed by each direc-
tor in competition with the Company.

Once a year the Committee assesses its own size, composi-
tion, functioning and independence in relation to its duties
as indicated by these Regulations.

The Directors must refrain from participating in Commit-

tee meetings when the Committee discusses proposals to

be submitted to the Board of Directors relating to their
own fees.

The Committee may have access to the information neces-

sary for the performance of its duties, also from the Com-

pany’s departments, and it may also take avail of external
advisors, in the terms defined by the Board of Directors.

In 2016 the Committee:

1. examined and approved the Annual Report on the ac-
tivity performecrEy the Remuneration Committee;

2. examined and approved the Remuneration Report pur-
suant to art. 123-ter of Legislative Decree no. 58 of 24
February 1998;

3. proposed to the Board of Directors the addition of an
item on the Agenda of the Shareholders’ Meeting of
28 April 2016, namely to re-attribute to the Board of
Directors the power to determine the fees for directors
vested with special roles, pursuant to art. 2389, para-

raph 3, of the Civil Code and in accordance witE art.
1 of the Articles of Association;

4. acknowledged that the economic-financial targets had
been reached and authorised the payment of t%we vari-
able incentive programme, known as the MBO (man-
agement by objectives), for 2015;

S. approved the summary statement of the 2013-2015
L[HJP (Long Term Incentive Plan) and authorised the
payment of the relative amounts to those entitled;

6. examined and then proposed to the Board of Directors
the 2016-2018 LTllg(regarding the medium-long term
system of variable incentives);

7. examined and then proposed to the Board of Directors
the assignment of t[:e J23016 targets on the basis of the
Variable Incentives System;

8. proposed to the Board of Directors the appointment
of Mr Angel Simon Grimaldos, the candidate pro-
posed by the shareholder Suez ltalia, subsequent to
the resignation of the independent director Diane
d’Arras and having received the favourable opinion of
the Board of Statutory Auditors, and also in the light
of the verifications carried out on the existence of
the requisites of integrity, professional skill and inde-

endence required by the provisions in force and the
Self-Regulatory Code.

In 2017, at the date of this Report, the Committee has

held 4 meetings, with an average duration of approximately

1 hour 10 minutes each.

The Board of Directors has confirmed the allocation of an

annual budget for 2017 of Euro 25,000.00 (twenty-five

thousand point zero zero) for the Committee to allow the
same, should it be deemed necessary, to confer external
mandates instrumental to the performance of its duties.
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8. DIRECTORS’ FEES

The general remuneration polic

The gemuneration Policy for Directors and Key Managers,

defined by the Board of Directors, is detailed in the docu-

ment “Remuneration Report”, approved by the Board of

Directors in the meeting of 13 March 2017, pursuant to

art. 123-ter, paragra(lfh 2, of the CFA, to which we invite

you to refer for in-depth information. Said document will
also be available at the Internet site www.acea.it and it will
be subjected to the approval of the meeting of the Board
of Directors, acting in an advisory role, which will be held
in April 2017 for tEe approval of the financial statements

relating to the financial year 2016.

The fees for the Board of Directors’ members and the ad-

ditional fees recognised to the members of the Board’s in-

ternal Committees, which act in an advisory and proposing
capacity, are those established by the Shareholders’ F/3/\eet—

ing of 5 June 2014,

On 28 April 2016, the Shareholders’ Meeting resolved on

the re-attribution to the Board of Directors of the fees

contemplated by art. 2389, paragraph 3, of the Civil Code,
regarding the recognition of fees to directors vested with
special offices with reference, relating to the economic
conditions, to the fees recognised in listed companies of

similar sector and dimensions, without prejudice to the lim-

its imposed by art 84-ter of Decree Law 69/2013, convert-

ed by Law 98/2013 (see Remuneration Report 2017 - Finan-

cial zeriod 2016, Section I).

Said Remuneration Policy - the present remuneration

system of which is detailed in the “£emuneration Report”

- lays down guidelines which contain the following indi-

cations:

* an important part of the remuneration of the Compa-
ny’s Executive Directors and Key Managers, as expressly
required by the SelF—RegulatorK Code, is linked to the
economic results achieved by the Company and, possi-
bly, to the achievement of specific performance targets
— pre-set and measurable - indicated in advance by the
Board of Directors itself, as detailed in Section | of the
“Remuneration Report”;

* a system of medium-long term variable incentives (Lon
Term Incentive Plan) is contemplated, to be reneweﬁ
ever{1 three years. The aim of the Plan lies in encouraé—
ing the management to pursue the Group’s economic-

nancial results in the interests of the shareholders. The

current plan refers to the three-year term 2016-2018.

The structure of the plan follows that of the precedin

three-year term, the goard of Directors, on a proposal o%

the Appointments and Remuneration Committee of 30

May 5816, fully corresponding to the goals defined for
institutes of this nature and purpose;

* as of 2015, in line with a growing need for transparen-
cy expressed by the Self-Regulatory Code and in view
of an increasingly responsible remuneration policy, the
clawback clause, already adopted for Executives and Key
Managers, has been extended also to the managerial
roles which have greater impact on the Group’s business.
According to this clause, the Company is entitled to re-
quest the return of the variable remuneration (re|ating to
both the short and the medium-long term periods) If it
is found to have been paid in the case of results obtained
consequent to intentional misconduct and/or gross negli-
gence, such as the intentional alteration of the data used
to indicate the achievement of the targets or obtaining
the same results by behaviour contrary to corporate or
legal provisions.

Remuneration of Executive Directors and Key Managers
For detail of the fixed fees of the Chairman and of the fixed
and short term (annual) variable remuneration of the Man-
aging Director and of the General Manager, and of the Key
I\ﬁanaﬁers, please refer to Section Il of the 2016 Remuner-
ation Report, pursuant to art. 123-ter of the CFA.

Incentive mechanisms for the Internal Audit Department
Manager and the Financial Reporting Officer

The incentive mechanisms for the Internal Audit Depart-
ment Manager and the Financial Reporting Officer are
subject to annual assessment on the basis of qualitative and
efficiency criteria; on the basis of these criteria, in fact, in-
dividual targets are assigned to the persons in question and,
therefore, they are not%inked to targets of an economic-fi-
nancial nature except for the part represented by the so-
called gates.

Non-executive directors’ remuneration

The remuneration of non-executive directors is not linked
to the economic results achieved by the Company, but
to the commitment requested of them and their possible
membership of one or more Committees. No share incen-
tive plans involve non-executive directors.

Indemnity for directors in the case of revocation, resigna-
tion, dismissal or cease of office subsequent to a takeover
(art. 123-bis, par. 1, letter i, of the CFA)

No agreements have been stipulated between ACEA and
the directors in office which contemplate indemnity in the
case of their dismissal or resignation/revocation without
Just cause.
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9. THE CONTROL AND RISKS COMMITTEE

The Control and Risks Committee has been instituted to
assist the Board of Directors, ensuring this latter adequate
inquiries and support in the assessments and the decisions
relating to the Internal Control and Risks Management
System, and for approving the periodic financial reports.
TKe Committee members and the Chairperson are ap-
l;ointed by the Board of Directors.

he term of office of the Committee members coincides
with that of the Board of Directors that has appointed
them. Committee members can be revoked by the Board
of Directors if they no longer hold the requisites of inde-
pendence and integrity and if they are no long non-execu-
tive directors.

The Committee may request the Audit Department to

carry out verifications on specific operational areas, si-

multaneously informing the Chairperson of the Board of

Auditors, the Chairperson of the |§oard of Directors and

the Internal Control and Risks Management Director,

unless the verifications specifically concern the activity
of said subjects.

The Committee carries out its inquiries and issues opinions

to the Board of Directors regarding:

¢ the definition of the Guidelines, so that the main risks to
which ACES S.p.A. and its subsidiaries are exposed are
correctly identiiged, and adequately measured, managed
and monitored;

* the determination of the criteria for the compatibility of
such risks with a management consistent with the strate-
gic objectives identified;

* the assessment, at least every six months, of the ade-
quacy of the control system in respect of the Company’s
characteristics and the risk profile assumed, as well as the
effectiveness of the said system;

* the approval, at least once a year, of the work plan drawn
up bg the Audit Department Manager, after consultin%
the Board of Statutory Auditors and the Internal Contro
and Risk System Director;

* the description, within the annual report on corporate
governance, of the main features of the Control Sys-
tem, expressing its opinion on the overall adequacy of the
same;

* the assessment, after consulting the Board of Statuto-
ry Auditors, of the results illustrated by the independent
Auditing Firm in the case of the possible letter of sugges-
tions and in the report on fundamental issues that have
come to light during the audit of the accounts;

* proposals of the Internal Control and Risks System Di-
rector, formulated in accordance with the Board of Di-
rectors’ Chairperson, and after hearing the Board of Stat-
utory Auditors’ opinion, regarding the appointment and
revocation of the Audit Department Manager and the
definition of this latter’s salary consistent wit% the Com-
pany’s policies, as well as the adequacy of the resources
allocated to the Department for the performance of its
duties. The said opinion will be binding.

The Committee also assists the Board of Directors by:

* assessing, together with the Financial Reporting Officer
and after consultation with the external auditor and the
Board of Statutory Auditors, the correct use of the ac-
counting principles and their uniformity for the purposes
of drafting the consolidated financial statements;

* providing the Board of Directors with opinions on specific
aspects involved in the identification of the Company’s
main risks or risks deriving from possible prejudicial facts
of which the Board of Directors has gained knowledge;

* examining the periodic reports on the assessment of the
Internal Control and Risk Management System, and
those of particular importance drawn up by the Audit
Department;

* monitoring the autonomy, adequacy, effectiveness and
efficiency of the Audit Department.

On 31 December 2016, the Committee was created, com-

posed of three non-executive directors, two of whom are

independent, namely: Roberta Neri (Chairwoman, inde-
pendPent), Elisabetta Maggini (independent) and Giovanni

Giani (not independent).

The Director Fgoberta Neri has experience in accountin

and financial matters and was deemed suitable by the Boars

of Directors at the moment of her appointment.

In 2016, the Committee held 6 meetings of an average du-

ration of approximately one hour thirty minutes each, at-

tended by all the members and by the Chairperson of the

Board of Statutory Auditors or another statutory auditor.

Of these meetings, 2 were held jointly with the Board of

Statutory Auditors.

The meetings, which were regularly recorded in minutes,

were also attended by other subjects, invited by the Com-

mittee, for the illustration of single points on the agenda.

The Chairwoman provides the Board of Directors with

unctual information on the Committee’s works.

n 2016 the Committee performed the tasks reserved to

the same by the Self-Regulatory Code, and in particular:

* it assisted, carrying out the necessary enquiries, the
Board of Directors in its decisions and assessments re-
lating to the control system, and those related to the ap-
proval of the periodic financial reports;

* together with the Financial Reporting Officer and after
consultation with the external auditor and the Board of
Statutory Auditors, it assessed the correct use of the ac-
counting principles and their uniformity for the purposes
of drafting the consolidated financial statements;

* it expressed a favourable opinion on the Audit Depart-
ments’ Activities Plan prior to its presentation to the
Board of Directors for the relative approval;

* it examined the Audit Department’s periodic reports;

* it expressed favourable opinions on specific aspects re-
garding the identification of the Company’s main risks
and, at the periodic meetings, it invited the managers of
the Company’s departments concerned to report on the
methods for managing such risks;

* it monitored the autonomy, adequacy, effectiveness and
efficiency of the Audit Department;

* it reported to the Board of Directors, at least once every
six months, on the occasion of the approval of the annual
financial statements and of the interim financial report,
on the activity carried out and on the adequacy ot the
Internal Control and Risk Management System.

The Committee had access to the information and to the

Company departments necessary for the performance of

its duties.

In 2017, at the date of this Report, the Committee has

held 4 meetings, of an average duration of approximately

2 hours each.

The Board of Directors has confirmed the allocation of
an annual budget for 2017 of Euro 25,000.00 (twen-
t{-ﬁve thousand point zero zero) for the Committee to
allow the same, should it be deemed necessary, to confer
external mandates instrumental to the performance of
its duties.
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10. INTERNAL CONTROL

AND RISK MANAGEMENT SYSTEM

ACEA’s Internal Control and Risk Management System,
an essential element of the Group’s Corporate Governance
system, is a process based on the best practices of refer-
ence and on the principles of the Self-Regulatory Code,
and it comprises an organic series of rules, policies, proce-
dures and organisational structures aimed at allowing for
identifying, measuring, managing and monitoring the main
risks, in order to identify any potential events that could in-
fluence the achievement ot the Company’s objectives, and
at limiting such risks within acceptable levels. The system is
integrated within the more general organisational frame-
work and corporate governance system adopted by ACEA

SpA.

Tﬁe Board of Directors has defined the “Internal Control

and Risk Management System Guidelines”, in order to:

* provide guidance for the diverse actors of the Control
System so that the main risks to which ACEA SpA and its
subsidiaries are exposed are correctly identiﬁecrand ade-

uately measured, managed and monitored, determining
the compatibility of suc% risks with corporate manage-
ment that is consistent with the strategic objectives iden-
tified and so that, in the Company and its subsidiaries,
the behaviour adopted is coherent with the risk profile
identified by the Board of Directors and the events that
could hinder the achievement of the corporate objectives
are suitably contrasted;

* provide guidance to ensure coordination between the de-
partments involved in the Control System;

* identify the principles and responsibilities of the govern-
ance, management and monitoring of the risks connect-
ed to the Company’s activities.

The Board of Directors, in the definition of the strategic
plans, defines the nature and the level of the risks that are
compatible with the objectives identified, including in its
assessments all the risks that can assume relevance in view
of the medium-long term sustainability of the Company’s
activities.

The Company, in accordance with the principles outlined

and the Internal Control System Guiderines, pursuing the

aim of continuous improvement in the risk contro? and
monitoring activities, has introduced and integrated into the
or%anisation second level protective procedures for specific
risks and it has defined the standard content of the periodic
information flows produced by such structures addressed
to the Internal Control System Director and, through the
Audit Department Manager, to the Control Bodies.

OVERALL INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEM

Introduction

The planning, implementation and periodic assessment of
ACEA’s Internal Control and Risk Management System is
based on the best practices of reference (integrated “Inter-
nal Control” model issued by CoSQ) and on the principles
of the Self-Regulatory Code.

a) Roles and duties of the various subjects cf»f the Control System
The governance and implementation of the complete Con-
trol System involves subjects with diverse roles within the
Company (governance and control bodies, Company de-
Eartments, the management and employees).

or a description of the roles and duties of the Control

Bodies, we invite you to refer to the specific sections of
this Report (Boarc?/of Directors, Internal Committees, the
Managing Director, the Audit Department Manager, the
Financial Reporting Officer and the Supervisory Board).
The role of the Ethics Committee is described in paragraph
16 “Additional Corporate Governance Practices”.
The Group’s management is responsible for defining, im-
plementing and maintaining an effective risk management
process with the capacity to put into practice the plans and
to achieve the strategic objectives. In particular, the Indus-
trial Areas and the Company Departments of ACEA SpA,
each for its sphere of competence, are res onsible in their
everyday operations for implementing tﬁe actions that
allow for achieving the expected business results and the
management of the connected risks.
The employees are responsible for workinﬁ with respect for
the external and internal regulations and the management’s
procedures and directives, also with the support of appro-
priate training courses aimed at increasing the skills and at
fostering the professional attitude necessary to effectively
Eerform the controls, as defined in the Internal Control and
isk Management System.

b) Risk management system
The risk management system adopted by ACEA contem-
rlates widespread responsibility and involves subjects at all
evels of the organisation. In particular, the risk manage-
ment system adgopted in ACEA includes activities for risk
identification, assessment, management and monitoring.
The Company uses a structured Control Risk Self-Assess-
ment (CRSA) model, to assist the management in identi-
fying the main risks, the action priorities and the adoption
of policies to mitigate the resicﬁJal risks in order to Ering
them to a level deemed acceptable by the Company top
managers. For certain types of risks, second level control
and monitoring models are used, which can infer specific
indicators and risk limits (e.g. PAR and VAR).

Responsibility for the controls is divided into three comple-

mentary levels:

* Ist level controls, aimed at ensuring correct execution of
Company processes, in order to foresee and manage the
risks by means of suitable mitigation actions, the respon-
sibility for which is entrusted to the line structures;

* 2nd level controls, aimed at verifying that the controls
defined for Company operations are effective and imple-
mented, through continuous monitoring aimed at guar-
anteeing that the risk mitigation actions are adequately
identified and put into practice in the organisation by the
subjects responsible for said implementation;

* 3rd level controls, entrusted to the Audit Department,
comprising independent verification of the design and
functioning of the overall Control System, and of the
monitoring of the implementation of the improvement

lans defined by the management.

The Audit Department Manager is responsible for verifying

that the Internal Control System is aﬁNa s adequate, Zully

operational and functioning. He hierarcKically reports to
the Board of Directors, he is not responsible for any oper-
ational activities and he can have direct access to aﬁ/infor—
mation useful for the performance of his duties. He reports
on his work to the Chairperson, the Managing Director, the

Control and Risks Committee and to the Board of Statu-

tory Auditors on the functioning, the adequacy and the ef-

fectiveness of the Control System. The Audit Department
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operates on the basis of a work plan, defined on the basis
of the results of the Control Risk Self-Assessment which
gives a summarised and comparative assessment of the
main risk areas and of the relative control system and allows
for identifying, according to the diverse risk levels of the
Company’s processes, the intervention priorities. The Audit
Department Work Plan is approved annually by the Board
of Directors, after consulting the Board of Statutory Au-
ditors and the Internal Control and Risk System Director.

¢) Qualifying elements of the Control System

Pervasive elements of the Control System

The pervasive elements are of fundamental importance in

the XCEA control system, inasmuch as they represent the

infrastructural fundamentals of the said system, including,
in particular, the following aspects:

¢ the definition of the ethical values and of the behavioural
criteria, by which the behaviour of the employees and of
all those who operate in pursuit of the Company’s objec-
tives must be inspired, is ensured by the rules of the CJode
of Ethics, approved by the Board of Directors of ACEA
SpA and its subsidiaries and disclosed inside and outside
the Company;

* the roles and responsibilities, and the relations between
Company departments, are clearly defined within the or-
ganisational structure adopted, and the powers of signa-
ture and the internal delegations are consistent with the
hierarchical level, the organisational unit concerned and
the assigned targets.

For this purpose, the organisational charts, the other or-

ganisational provisions, the orgsnisational and management

model pursuant to Legislative Decree 231/2001, the Com-
pany procedures and the system of delegations and powers
are formalised, circulated and disclosed.

Centralised monitoring controls for particular risk categories
The centralised monitoring controls for particular risE cat-
egories are the manner by which a transversal view of the
risks and of the connected systems of control between the
diverse processes within the Group is possible. The main
centralised monitoring controls are described below.
Interest rate risk. The ACEA Group’s approach to the in-
terest rate risk is based on the type of the structure of the
assets and on the stability of the group’s cash flows; the ac-
tivity is entrusted to the Administration, Finance and Con-
trol department., The primary aim, taking into account the
needs expressed in the strategic plan, is the optimisation
of the costs of the Group’s liabilities and the simultaneous
limitation of the effects caused by exposure to the interest
rate risk, therefore the identification of the optimal com-
bination between fixed and variable rates. The aptitude for
risk and the relative limits are defined by the Board of Di-
rectors, by the approval of the single loan transactions with
impact on the interest rate risk and the possible hedging
transactions.

Commodity risks. With regard to the market risk derivin
from trading in electricity and gas, one of the organisationa%
units is the%?isk Management Unit, which reports directl
to the Finance and Control Administration Manager, whicK
has adopted a control model for continuously controllin
and monitoring the exposure to the commodity risk an§
which checks c?aily on respect for the predefined economic
and volumetric exposure limits.

Commercial credit risks (customers). Within the sphere of
the Administration, Finance and Control Department,
specific methods have been developed to prevent and
monitor the risk of customers’ insolvency. The protective
action is mainly aimed at ensuring preliminary risk analy-

ses of ACEA Energia’s commercial proposals on the free
electricity and gas market, and, therefore, of optimising the
commercial action with acceptable refusal levels compared
with local and national averages.
Risks relating to health ani safety in the workplace. The
Personnel and Organisation Department has introduced
into its organisation the controrand monitoring of risks
relating to%ﬁealth and safety in the workplace. In fact, the
Department is responsible, consistently with the Group’s
strategic guidelines, for guaranteeing the definition and
controlling the implementation of the policies on health and
safety in the workplace, and for guaranteeing accident pre-
vention monitoring, also thanks to the adoption of a man-
agement system conforming to the standard BS OHSAS
15001:20 7.The Personnel and Organisation Department
N\anager is also attributed the role 0§Emp|oyer pursuant to
Legislative Decree 81/2008.
Compliance risks (Legislative Decree 231/2001). The Com-
pany has adopted an Or%anisational and Management
Model, the description of which is given in paragraph 10.3.
Regulatory risks. Fhe core businesses of the ACEA Group
regard regulated sectors, inasmuch as based on the use of
networks and aimed at providing essential services. Ad-
equate protection a§ainst regulatory risks is, therefore, a
fundamental factor for the pursuit of the Group’s objec-
tives. The organisational structure of ACEA Sp/g includes
the Regulatory Department, whose purpose is to contrib-
ute to managing the regulatory risk, by monitoring the evo-
lution of the regulatory framework and the identification of
the relative consequences on the planned objectives and on
company processes.

Financial reporting risks (Law 262/2005). Protection

a§ainst the risks relating to the adequate and effective ap-

plication of the administrative and accounting procedures
connected to the financial reporting process is one of the
responsibilities of the Financial Reporting Officer (para-
graph 10.5). The Internal Control and Risk Management

ystem in respect of Financial Reporting is illustrated in
paragraph xx below.

Compliance risks regarding personal data protection (Legis-

lative Decree 196/2003). The Legal and gorporate Affairs

Department has created a specific organisational unit to

protect a%Finst the potential risks of administrative and

criminal offences, financial loss and prejudice to the Com-
pany’s reputation, consequent to breach of the legislative
and regulatory provisions on Privacy.

The same Department is also responsible for protecting

against antitrust compliance risks, or non-conformity with

the legislation which protects competition (i.e. the ban for
companies to establish agreements that limit competition
and to abusively exploit their dominating position on the
market) and non-conformity with the provisions for the
protection of consumers pursuant to Legislative Decree

206/2005 (i.e. unlawful acts relating to consumers and/

or incorrect trade practices and/or misleading advertising).

Information security risks. The Information and Communi-

cation Technology (ICT) Department is responsible for:

* defining and updating the Group’s Information Security
Guidelines, which must ensure the confidentiality, the in-
tact nature and the availability of data;

. guaranteeing the application of the policies and standards

or information protection consistent with the organisation-
al model, the requisites of law and the Group’s objectives;

. deﬁning and updating thefplans for o;erating continuity

and the management of information disasters.
d) Overall assessment of the adequacy of the Control System
See the contents of paragraph 4.3 on the Board of Di-

rectors.
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MAIN FEATURES OF THE INTERNAL CONTROL
AND RISK MANAGEMENT SYSTEM IN RELATION
TO THE FINANCIAL REPORTING PROCESS (art. 123-
bis, paragraph 2, letter b), of the CFA)

Introduction

In the Internal Control system, with reference to finan-

cial reporting, particular relevance is held by the “Group’s

Management and Control Model pursuant to Law 262”

(the Model), adopted on the occasion of the updating of

the Group’s Internal Control System to the requirements

of Law 262/2005. In particular, in 2007 ACEA began

a process of adaptation to the needs expressed by Law

262/2005 aimed at planning an effective system of Inter-

nal Control over Financial Reporting (ICFR), subject to

constant improvement and adaptation to the Company’s
evolution, which can allow the XCEA Financial Reporting

Officer (FRO) and Managing Director to issue the certifi-

cations required by art. 154—Eis of the CFA.

The system is defined as all the activities for identifying the

risks/controls and for defining specific procedures and tools

adopted by ACEA to ensure, with reasonable certainty, the
achievement of the aims of the credibility, accuracy, relia-
bility and immediacy of the financial information.

The Model defines the guidelines, the methodological ref-

erences and the responsibilities for the institution, assess-

ment and maintenance of the ICFR.

The Model is developed on the basis of the fact that the

ICFR must be a part of the broader Internal Control and

Risk Management System and an essential element of

ACEA’s Corporate Governance, and that the credibility of

the information disclosed to the market on the Company’s

situation and results is a fundamental element for all the
stakeholders.

The Model, approved by ACEA’s Board of Directors on 20

February 2008, is composed of a series of documents, cir-

culated among the companies of the Group, which define

all the basic aspects of the system:

* Financial Reporting Regulations;

* Guidelines for the implementation of the Model;

* Periodic reports of the Group for the implementation of
the information flow.

The Model is completed by the Group’s Accounting Princi-
ples Manual, the Guide to closing the consolidated%nancial
statements, the administrative and accounting procedures
and the specific operating documents.
The implementation of the Internal Control and Risk Man-
agement System in relation to the Group’s financial recrort-
ing has been carried out, also through successive adjust-
ments, also considering the guidelines provided by certain
category bodies regarding the Financial Reporting Officer’s
activities, in particular:

* Position Paper of the Andaf [National Association of Ad-
ministrative and Financial Dlrectorsl “Il Dirigente Prepos-
to alla redazione dei documenti contabili societari” [The Fi-
nancial Reporting OFﬁcerl;

* Position Paper of the AlIA ;ltalian Internal Auditors’
Associatiorﬁ“” contributo dell’Internal Auditing nella re-
alizzazione di un buon processo di Corporate Governance e
nell’organizzazione di unfusso informativo con il Dirigente
Preposto alla redazione dei documenti contabili e societari”
[The contribution of Internal Auditing in the creation
of a good Corporate Governance process and in the
organisation of an information flow with the Financial
Reporting Ofhcer];

* Guidelines issued by Confindustria “Linee guida per lo svol-
gimento delle attivita del dirigente preposto alla redazione
dei documenti contabili societari ai sensi dell’art. 154-bis
TUF” [Guidelines for the performance of the Financial

Reporting Officer’s activities pursuant to art. 154-bis of
the CFAT.

DESCRIPTION OF THE MAIN FEATURES OF THE IN-
TERNAL CONTROL AND RISK MANAGEMENT SYS-
TEM IN RELATION TO THE FINANCIAL REPORTING
PROCESS

The Model defines the guidelines of reference for creating
and managing the system of administrative and account-
ing Xrocedures (so-called activity/risk/control matrices)
for ACEA and its major consolidated companies for the
purposes of corporate Financial Reporting, crisciplining the
main steps and responsibilities.

a) Steps

Defining the scope o!ana/ysis. Every year ACEA updates the
scope of analysis ot the system of administrative-account-
ing controls and of the monitoring of the underlying pro-
cesses, to guarantee that the risks relating to the financial
reporting of the more signiﬁcant accounting items within
the consolidation perimeter are covered.

The scope of the analysis is initially determined by the
weight of each compan{ of the Group on the consolidated
financial statements, taking into account the relevance for
the same of the associated significant accounts and admin-
istrative-accounting processes; successively, the results of
the analysis are integrated by considerations ofa qualitative
nature to take into account both the Group’s structure and
the features of specific financial statement items.

Analysis of process risks and controls. The approach adopted by
ACEA allows for identifying the “key” risE and control points
deemed significant for the consolidated financial statements.
For this purpose, the control objectives and the relative risks
are defined for every process and activity; i.e.

* financial statement assertion: this element must be respect-
ed in the reporting of company events in order to represent
them truly and correctly on the financial statements;

e theoretic risk: risk identified at the “inherent level”, not
taking into account the existence and the effective execu-
tion of specific control techniques aimed at eliminating the
risk in question or at reducing it to an acceptable |eveF;

* specific control objective: objective that must be guaran-
teed by the execution of the control activity.

In particular, the financial statement assertions considered

in the Model are:

* Existence and occurrence (the company’s assets and lia-
bilities must exist at a definite date and the transactions
recorded must represent events that have actually taken
place during a Sfeciﬁc period);

* Completeness (all the transactions, assets and liabilities to
be represented must be effectively included on the finan-
cial statements);

* Rights and obligations (the company’s assets and liabilities
must represent, respectively, its rights and obligations on
a specific date);

* Assessment and reporting (the assets and liabilities, the
shareholders’ equity, the revenues and the costs must
be posted on the znancial statements at their correct
amount, according to the generally accepted accounting
standards);

* Presentation and informing (the financial statement items
must be correctly named, classified and illustrated).

For each specific risk/objective subject to control, the so-

called “key” controls are identiﬁedj, which allow for iden-

tifying the existing system of controls (manual/automatic
controls; prior/successive controls) in relation to each rel-
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evant process, in order to achieve the objective of control
and to effectively mitigate the risk.

Assessment of the controls in view of the risks identified. The
assessment of the design of the controls described in the
administrative and accounting procedures, aims to analyse
how the single control activities are structured and defined
in respect o%the objective of preventing the risk of error on
the financial statements. The assessment is carried out tak-
ing into account the goal that the control aims to achieve,
namely to mitigate the risk (“adequate/inadequate” control).
The assessment of the design of the controls is the respon-
sibility of the Business Lines, starting from the hierarchical
level above the manager of the department/activity subject
to the control, up to the level of the Board of Directors in
the case of the companies of the Group.

The assessment of the execution of the controls identified in
the administrative and accounting procedures is also subject
to specific analysis by the Business Eines. In fact, for controls
whose design is deemed adequate, their execution must then
be assessef(“implemented/not implemented” control).

The execution of the controls, ascertained by the Business
Lines, is corroborated by independent monitoring carried out
through a periodic testing plan of the FRO. The test plan is
defined according to criteria of priority and rotation on the
basis of which, in each period of reference, a certain sub-se-
ries of controls to be tested is selected, until achieving cover-
age of the main controls identified in the procedure.

The FRO implements a process for sharing and circulating
the results of the test activities, so that the managements
of reference can put into practice the necessary corrective
action in their own structures.

Corrective Action Plan. If, on the basis of the analyses car-
ried out by the Business Lines, the “key” controls are found
to be absent, not documented or not carried out correctly
according to the company’s procedures, the manager of
the organisational unit concerned, up to the level of the
Board of Directors for the companies of the Group, defines
and implements a remedial plan with indication of the tim-
ing and responsibilities for the execution of the corrective
action. The remedial plan is submitted to the FRO for the
overall assessment ofPthe system and for the coordination
of the action to be taken, and it is updated six-monthly by
the subjects responsible.

Overall assessment. To allow the ACEA FRO and Managing

Director to issue the certifications required by art. 154-bis

of the CFA, a “chain” system of internal certifications has

been introduced, descriﬁed in more detail in the followin

paragraph, with the aim of ensuring the adequate interna%
formalisation of responsibilities for the adequacy and the
effective application of the administrative and accounting
procedures, and for preparing and communicating the cor-
rective action plan, when necessary, and for upfating the

[.Frocedures (see point b) Roles and Responsibilities).
he overall assessment is therefore based on a complex

evaluation procedure which takes into account:

* the assessment of the design of the existing controls and
the assessment of their execution, carried out by the
ACEA management and by the Boards of Directors of
the subsidiaries, together with the implementation of the
remedial plans;

* the analysis of the test results;

* the final analysis of the areas for improvement that have
come to light, with reference to their relevance on the
financial statement information.

If deemed necessary, within the scope of the assessment

process, the methodology adopted may include the design

and execution of compensatory controls and verifications.
Any important shortcomings that are found are communi-
cated to the Control Bodies according to the procedures
laid down in the Financial Reporting Regulations.

b) Roles and Responsibilities
The Model is based on the clear internal attribution of respon-
sibilities in the planning, assessment and maintenance over
time of the |C|ER, without prejudice to the responsibilities
attributed by law to the FRO and to the Board of Directors.
For this purpose, the financial reporting introduced within the
ACEA Group is based on a “chain” system of certifications
which has the aim of the adequate internal formalisation of the
responsibilities for the adequacy and effective application of
the administrative and accounting procedures, of monitoring
the corrective action plan, when necessary, and of immediate-
ly detecting possible modifications to the controls that are the
competence of the Business Lines and factors of change/risk
that arise in the course of normal process operations, that can
influence the adequacy of the ICIPR.
The assessment process of the FRO and of the Managing
Director, on the basis of which the certification of the fi-
nancial statements is issued according to the CONSOB
model, therefore entails internal certifications (reporting
forms) issued by the managers of the processes tEat are
relevant for ACEA and by the Managing Directors of the
subsidiaries. In particular, ACEA, by means of reporting,
has disciplined roles and responsibilities, the activities to be
performed by each subject involved, the calendar, instruc-
tions for filling in the reporting forms, and the methods for
updating the administrative and accounting procedures.

TEe Model identifies the main actors of the financial re-

Eorting process, in addition to the FRO and the Boards of
irectors, with the relative responsibilities.

* The Control Manager is responsible towards the Sub-Pro-
cess Manager for the execution, and for testifying to the
execution, of the controls of his competence according
to the procedures and timing laid down by the adminis-
trative and accounting procedures, and for providing the
basic information input for the reporting flow;

* The Sub-Process Manager is responsible for a connected
series of activities necessary for achieving a specific con-
trol objective; he must carry out an overall assessment of
the design and implementation of the control, in relation
to the sub-process in question; he must also update and
ensure the implementation of the corrective action plan.

* The 262 Administrative Contact for the companies is the
subject within the Group companies responsible for all
the activities necessary to allow the ACEX FRO to issue
the certification; he is responsible for consolidating all the
information received from the Sub-Process Managers
and for assembling the overall assessment of the design
and implementation of the controls for the company in
question, which he then submits to the company’s Board
of Directors: he is also responsible for guaranteeing the
information flows to and from the FRO.

* The companies’ Boards of Directors are responsible for as-
sessing the design and implementation of the controls of
their companies and of sending the internal certification
to the FRQO, in the defined format, together with the cor-
rective action plan suitably endorsed, also communicatin§
an?/ change/risk factors that have arisen in the period o
reference that could influence the adequacy of the ICFR.

Lastly, with reference to the other governing and control

bodies within and outside the Group, ACEA has introduced

a virtuous information exchange process, to and from the

FRO, structured and modulated to foster as broad an over-

all view as possible of the Internal Control System on the

part of said bodies.
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10.1 THE CONTROL SYSTEM DIRECTOR
The ACEA Board of Directors has chosen the Managing Di-

rector as the director appointed for the institution and main-
tenance of an effective Internal Control and Risk System, and
has conferred mandate on the same to implement the Guide-
lines of the Internal Control and Risk Management System.
In 2016, the Managing Director, also taking avail of the assis-
tance of the Audit Department, has provided for identifying the
Company’s main risks, taking into account the features of the
activities performed by ACEA and its subsidiaries, and has peri-
odically submitted them to the Board of Directors’ examination.
He has put into practice the guidelines drawn up by the Board
of Directors, ensuring the planning, execution and management
of the System and the constant monitoring of the overall ad-
equac(?/, effectiveness and efficiency. He has also provided for
the adaptation of the system to the dynamics of the operating
conditions and the legislative and regulatory context.

The said Director may request the AuZt Department, in-
forming the Chairpersons of the Board of Directors, of the
Contro% and Risks Committee and of the CS, of the execu-
tion of verifications on specific operating areas and on re-
spect for the internal rules and procedures in the execution
of Company operations.

The appointed Director also immediately informs the Con-
trol and Risks Committee and the Board of Directors of
problems and critical situations that arise in the perfor-
mance of his activities or of which he gains knowledge.

10.2 AUDIT DEPARTMENT MANAGER

On 18 December 2013, the Board of Directors, on a Man-
a&ging Director’s proposal, with the favourable opinion of the
ontrol and Risks Committee and after consulting the Board
of Statutory Auditors, resolved on the appointment of Ms Lib-
erata Giovannelli as Manager of the Audit Department and
defined her salary, in accorsance with the Company’s policies.
The Guidelines of the Internal Control and Risk Management
System approved by the Board of Directors define the Audit
Department’s mission and activities, according to which this
Department has a central role in the coordination of the Inter-
nal Control and Risks Management System. The Audit Man-
ager is mandated to check on the functioning and adequacy of
the System, by means of verifications, both continuously and
in relation to specific needs, and to check on the operations
and suitability of the System, with the support of the Man-
aging Director in the activities of identifyin%and establishing
the priorities of the major risks to which ACEA SpA and its
subsidiaries are exposeclJ. The Audit Department is also man-
dated to provide for the general review of the risk analysis pro-
cess carried out by the second level control structures which
protect against certain types of risks, and for the coordination
of the information flows from said structures (see Chapter 10
“Internal Control and Risk Management System?).
At its meeting of 11 March 2016, the E?oard of Directors
approved the Audit Department’s Work Plan and at the
same time it verified the adequacy of the resources allo-
cated to the Department for the performance of its duties.
The Audit Department Manager, who has direct access to
all useful information for the performance of her mandate,
has no responsibility for operational areas, nor is she hier-
archically subordinate to the managers of the operational
areas, but reports directly to the Board of Directors.
During the financial periog 2016, the Audit Department, per-
forming its duties as described, carried out the following activities:
® it verified, both continuously and in relation to specific
needs and consistently with tKe international standards for
professional internal auditing, the operations and the suit-

ability of the System, by means of an Audit Department
action plan approved by the Board of Directors and based
on a structured process of the analysis and prioritisation of
the main risk areas of ACEA SpA and of its subsidiaries;

* it produced periodic reports ancfspeciﬁc reports on events of
particular importance, containing adequate information on its
activity, on the suitability of the System and on the methods
adopted for risk management, as well as on respect for the
relative plans drawn up and an assessment of the suitability of
the Internal Control and Risk Management System, which it
transmitted to the Chairpersons ofgthe Board of Statutory
Auditors and of the Control and Risks Committee, and to the
Board of Directors and the Managing Director;

* it drafted a final report on the smg%e audit actions and re-
juested the competent departments, when necessary, to

raw up action plans for the improvement of the controls,
the implementation of which it monitored,;

* within the sphere of the audit plan processes, it checked
on the reliability of the information systems, including
the accounting statements;

* it assisted the Supervisory Boards of ACEA SpA and
of its subsidiaries in the updating of the Organisational
and Management Model pursuant to Legislative De-
cree 231/01 as successively amended and in the execu-
tion of checks on its concrete implementation;

* it assisted the Ethics Committee in monitoring the imple-
mentation of the principles of the Code of Ethics which the
Board of Directors approved on 22 February 2012;

¢ on behalf of the Ethics Committee, it monitored the ac-
tivities for the circulation of the Code of Ethics and the
internal training on the contents;

* on behalf of the Supervisory Board, it monitored the
trainin% activities on Legislative Decree 231/2001 as suc-
cessively amended,;

* applying the specific “whistle blowing” procedures, it as-
certained the reliability of the reports of breach of the
Code of Ethics and it carried out in-depth inquiries to de-
tect any behaviour not conforming to tEe principles of said
Code, reporting periodically to the Ethics Committee;

* it assisted the management in identifying and assessing
the main risks to which ACEA SpA and its subsidiaries
are exposed, bz means of a structured process performed
in Control Risk Self-Assessment mode;

* by acquiring the information flows representing the out-
put of the second level controls, it monitored the manner
in which certain categories of risk were managed;

* it exchanged information with the Boards of Statutory
Auditors of ACEA SpA and its subsidiaries and it per-
formed, on request, verifications and in-depth examina-
tion of internal control matters;

* it exchanged information with the Auditing Firm and with
the Financial Reporting Offices on matters inherent to
internal control and financial disclosures.

The Board of Directors allocated a budget of Euro

46,500.00 for the financial period 2017 for the supply of

goods and services for the Audit Department to allow it to

perform its assigned duties.

10.3 ORGANISATIONAL MODEL pursuant to Legisla-
tive Decree 231/2001

With the adoption of the Organisational, Management and
Control model (the “MOG” - %Aode/lo di Organizzazione e Ges-
tione), in accordance with Legislative Decree231/2001, ACEA
has adopted its Organisational, Management and Control
model as contemplated by Legislative %ecree 231/2001, in
order to comply with the provisions of the said Decree and in
respect of its principles and those of the Self-Regulatory Code
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and the recommendations of the Supervisory and Control

Authorities, in pursuit of reinforcing its control and Corporate

Governance systems, and in particular to prevent the predi-

cate offences referred to in the Decree.

With the adoption of the MOG, ACEA has set itself the

following goals of a general nature:

* to achieve awareness of the activities that present a risk of
offences with relevance for the Company (risk activities)
and awareness on the part of the addressees of the rules
(methods and procedures) that discipline the risk activities;

* the circulation, personal acquisition and concrete affir-
mation of a corporate mentality based on legality, in the
awareness of the Company’s express disapproval of any
behaviour contrary to law, the self-regulating provisions,
the indications of the supervisory and control authorities
and internal provisions;

* the circulation, personal acquisition and concrete affir-
mation of a mentality of control, which must govern the
pursuit of objectives.

The ACEA MOG, adopted in 2004, is systematically up-

dated with dedicated project initiatives, by the management

with the support of the Audit Department. The present

MOG, approved by a Board of Directors’ resolution of 19

February 5016, was developed downstream of an accurate

analysis of Company activities aimed at ascertainin% the

F)otential risks of the offences contemplated by Legislative
ecree 231/2001 being committed, for which offences it

has drawn up a series of general principles, rules of conduct
and specific control precepts, aimed at ensuring, as far as
possible, that such predicate offences are prevented.
As contemplated by the ACEA MOG, the subsidiaries, for
the purposes indicated in the Decree and after having iden-
tified their own activities that involve a risk of such o&ences
and the most suitable measures to prevent the same, have
adopted their own MOGs, consistent with the principles
and the contents of that of the Parent Company, and they
have appointed their own Supervisory Boards.

In relation to the diverse types of offence contemplated by

Legislative Decree 231/01 and the relative sensitive activi-

ties, the MOG in fact identifies the Company’s processes

that are functional and instrumental for protecting against
the risk activities and it recalls the relevant organisational
and control principles that must be inherent to the organ-
isational systems and to which the addressees must conse-
iiuently adhere in the performance of their duties.

he Supervisory Board (“SB”), set up pursuant to Legislative

Decree 231/2001, has full and autonomous powers of inttiative,

action and control regarding the functioning, effectiveness and

observation of the N\%G, in order to prevent the risk of offenc-
es for which the Company could bear administrative liability.

The SB supervises the effectiveness and adequacy of the

MOG, monitoring its state of implementation and pro-

posing any necessalx uEdates to the Board pf Directors. It

must also report to ACEA’s competent bodies any breach-
es of the MOG, ascertained or subject to pendirg investi-
§ations, that could lead to liability bearing on the Company.

he Board of Directors has allocated to the SB a specific an-
nual budget of Euro 25,000.00 (twenty-five thousand point
zero zero), to guarantee and render concrete the autono-
mous “powers of initiative and control” that must be recog-

nised to the same pursuant to Legislative Decree 231/200%.

Art. 14, paragraph 2, of Law no. 183 of 12 November 2011,

known as the “Stability Law”, has amended art. 6 of Legislative

Decree 231/2001, providing for the possibility of the Board

of Statutory Auditors, for the purposes of the said Legislative

Decree, to also adopt the role of the Supervisory Board. The

ACEA Board of Directors, at the meeting of 12 May 2016,

pursuant to the aforesaid provision and in continuity with the

choice adopted by the preceding Board of Directors, decided

to take avail of the faculty of attributing the role of Supervi-

sory Board, pursuant to Legislative Decree 231/2001, to the

Board of Statutory Auditors for a period equal to the Statu-

tory Auditors’ term of office established by the Shareholders’

Meeting resolution which appointed the same.

To guarantee full implementation of the MOGs of ACEA

andgmc its subsidiaries, in conformity with the Decree and/

or settled case law:

* the information flows, as far as contemplated by the ob-
ligations of reporting to the SB, which allow for monitor-
ing significant transactions within the defined risk areas
where the offences contemplated by Legislative Decree
231/2001 could be committed, have been defined and
rendered systematic. Said information, acquired and
managed for the main companies of the Group by means
of a specific IT support, is accompanied by risk indicators
which draw attention to specific transactions or activities;

* instruction and training activities have been developed
regarding Legislative Decree 231/2001, the Company’s
MOG, the Code of Ethics and the Quality, Environment,
Safety and Energy Systems;

* aspecial channel for reporting to the Supervisory Board any
cases of non-observance of the Model has been created.

In compliance with the Code of Ethics and as explained in the
Quality, Environment, Safety and Energy Policy, to prevent
the risZ of offences committed with breach of the accident
prevention and environmental provisions of art. 25-septies
(manslaughter or grievous or extremely grievous bodily harm
committed with breach of the provisions on health and safe-
ty in the workplace) and of art. 25-undecies (Environmental
offences) of Legislative Decree 231/2001, ACEA maintains
that the Group’s strategic choice to promote the circulation
and implementation of the Management System, certified
according to the standards ISO 9(%01, ISO 14001, OHSAS
18001 and ISO 50001, already adopted by the main com-

panies of the Group, is fundamental.

10.4 THE EXTERNAL AUDITING FIRM

Pursuant to art. 22-bis of the Articles of Association in force,
the certified audit of the accounts is carried out by an auditing
firm appointed and operating pursuant to law anc?lpursuant to
the regulations dictated for issuing companies listed on regu-
lated markets. In particular, it verihies that the accounts have
been regularly kept and that the management events have
been correctly recorded in the accounts during the period,
and it also verifies the Company’s financial statements and the
consolidated financial statements of the period. The Share-
holders’ Meeting called to approve the financial statements
at 31 December 2007, held on 29 April 2008 in conformity
with the provisions of law then in force, on a justified recom-
mendation of the Board of Statutory Auditors, conferred on
Reconta Ernst & Young S.p.A. (now EY SpA) the mandate to
audit the Company’s financial statements and the consolidat-
ed financial statements for a term of nine financial periods -
precisely 2008-2016, and specifically until the approval of the
financial statements of the last year of the said mandate - and
established the relative fees.

In the performance of its activity, the Auditing Firm had
access to the Company’s information and data, in both
hard copy and electronic format, archives and assets and to
those oFits subsidiaries.

The Shareholders’ Meeting, scheduled for 27 April 2017, will be
required to resolve, among other things, on the conferral of the
audit mandate, on the basis of a recommendation issued, pur-
suant to law, by the Board of Statutory Auditors, for a term of
nine financial periods and, therefore, for the period 2017-2025.
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10.5 THE FINANCIAL REPORTING OFFICER

The Financial Reporting Officer, introduced by Law 262/05,

has been adopted by ACEA with an amendment to the Ar-

ticles of Association of 13 November 2006, which requires
this figure to be appointed by the Board of Directors.

At its meeting of 15 December 2015, the Board of Direc-

tors appointed Demetrio Mauro as the Financial Reporting

Officer pursuant to Law 262/2005 as of 1 January 2016.

The Financial Reporting Officer must introduce and main-

tain the Control System for financial information and, to-

Eether with the Managing Director, issue a specific certi-
cation according to the model circulated by CONSOB.

In particular, in accordance with the Regulations approved

by the Board of Directors of 20 February 2808, he
must perform the following duties:

* to provide adequate administrative and accounting pro-
cecrures for the preparation of the Company’s financial
statements, the consolidated financial statements and
the six-monthly interim report;

* to ensure that the financial statements are drafted in con-
formity to the applicable international accounting standards;

* to ensure that the Company’s deeds and communica-
tions disclosed to the market and the relative accounting
statements, including the interim reports, correspond to
the documentary evidence, the Company’s books and
the accounting entries.

* to assess, together with the Internal Control Commit-
tee, (a) the adequacy of the accounting principles adopt-
ed, and (b) their standardisation for the purposes of the
drafting of the consolidated financial statements.

The Financial Reporting Officer has issued the certifica-

tion, together with the Managing Director, in compliance

with art. 154-bis of the CFA, without remarking any as-

pects worthy of note.

10.6 COORDINATION BETWEEN THE SUBJECTS IN-
VOLVED IN THE INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEM

The Guidelines of ACEA’s Internal Control and Risk Man-
agement System contemplate a series of activities for the
coordination between the various subjects involved in the
System, in order to ensure continuous monitoring of the
adequacy and functioning of the said System, and to facili-
tate the efficient exchange of information. Put briefly, the
relative roceduresincluge:

. periocﬁc coordination meetings regarding, in particular,
the processing of the financial information and the as-
sessment, monitoring and mitigation of the risks (eco-
nomic-financial, operational angcompliance risks);

* information flows between the subjects involved in the
Control and Risk Management System;

* coordination meetings and joint meetings with the Board
of Statutory Auditors, the éontro| and Risks Committee,
the external Auditing Firm, the Financial Reporting Of-
ficer and the Audit Department Manager;

* structured information flows on the part of the subjects re-
sponsible for the second level controls to the top mana&e-
ment, the Audit Department and the Supervisory Board,;

* structured information flows between the Supervisory
Boards of ACEA’s subsidiaries and the issuer’s Supervi-
sory Board;

* periodic reports to the Board of Directors;

* assistance to the Audit Department in its activities in the
role of ACEA’s Supervisory Board and to those of the
subsidiaries;

* attribution to the Board of Statutory Auditors of the role
of the Supervisory Board pursuant to Legislative Decree

231/2001.
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11. DIRECTORS’ INTERESTS AND
TRANSACTIONS WITH RELATED PARTIES

At the Board of Directors’ meetings, before dealing with
each item on the agenda, every director must report any
interests that it holds, directly or on behalf of thircf arties,
connected with the topics or questions to be dealt with,
specifying the nature, the terms, the source and the extent.
\Bith regard to transactions with related parties, the proce-
dure for such transactions, issued pursuant to art. 2391-bis
of the Civil Code and adopted in accordance with the prin-
ciples dictated by the “Fge ulations on Transactions with
Related Parties” of CONSOB resolution no. 17221 of 12
March 2010 and successive amendments, effective as of 1

January 2011, was amended by the Board of Directors on

18 December 2013, entering into force on 1January 2014,

and it applies to transactions carried out directly between

ACEA, or companies directly or indirectly controlled indi-

vidually by this latter, and related parties.

Depending on the amount, the transactions are divided

as &Hows:

* transactions of Major Relevance, in which at least one
of the indices of relevance, indicated in Annex 3 of
the aforesaid Regulations of CONSOB resolution no.
17221 of 12 March 2010 as successively amended, is
above the threshold of 5%, which must be approved by

the ACEA SpA Board of Directors;
* transactions of minor value with a counter-value of not
more than Euro 200,000.00 (two hundred thousand);
e transactions of Minor Relevance, which includes all the
transactions with related parties that cannot be classified
as of major relevance or of minor value.
According to the procedure, before the approval of
a transaction with a related party, whether of Major or
Minor Relevance, the Transactions with Related Parties
Committee expresses an opinion on the Company’s in-
terest in the execution of the transaction and on the con-
venience and on the substantial correctness of the relative
conditions.
At present, the TRPC is composed of three independent di-
rectors, namely: Angel Simon Grimaldos, as coordinator, and
Roberta Neri and Massimiliano Capece Minutolo Del Sasso.
The Board of Directors has confirmed the allocation of an
annual budget for 2017 of Euro 50,000.00 (fhfty thou-
sand point zero zero) for the Committee to allow the same,
should it be deemed necessary, to confer external man-
dates instrumental to the performance of its duties.
For further details, we invite you to refer to the website
www.acea.it in the “Corporate Governance” section.
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12. APPOINTMENT OF THE STATUTORY AUDITORS

In compliance with the provisions of law and of the Articles
of Association, the Board of Statutory Auditors is com-
posed of three standing auditors and two alternative audi-
tors, appointed by the %rdinary Shareholders’ Meeting for
a term of three financial periods, and they can be re-elect-
ed on expiry of their mandate.

There must be a gender balance in the composition of the
Board of Statutory Auditors, as disciplined by law.

The Board of Statutory Auditors is appointed, in compli-
ance with art. 22 of the Articles of Association, by the same
methods as those for the appointment of the Board Direc-
tors, illustrated above. From the list that has obtained the
majority of votes, in the progressive order in which they are
placed on the list, will be taken half plus one of the standing
auditors to be elected, rounded down to the nearest whole
number in the case of a fractioned number, and one alter-
native auditor.

For the other members of the Board of Statutory Audi-
tors, those elected who have obtained the first and second
highest quotient on the minority lists will be designated as

standing auditor and alternative auditor respectively; pur-
suant to the combined provision of arts. 15 and 22 of the
Articles of Association, at par quotient, the standing au-
ditor will be the one on the minority list that has obtained
most votes. In any case, at least one standing auditor must
be elected by the minority shareholders. If an auditor leaves
office during a financial period, the alternative auditor on
the same list as the outgoing auditor will take his/her place.
The appointment of auditors who, for any reason, are not
e|ectecraccording to the above-illustrated procedure, must
be approved by a Shareholders’ Resolution passed with the
majority required by law.

The Chairperson of the Board of Statutory Auditors will be
chosen from those effectively elected from the minority list.
Therefore, under the present election system, the lists can
be presented by shareholders which, alone or together with
other shareholders, represent at least 1% of the share capi-
tal. The lists must be presented to the Company’s head of-
fice and they will be published by ACEA in at least three

national daily newspapers.
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13.COMPOSITION AND FUNCTIONING OF THE BOARD
OF STATUTORY AUDITORS (art. 123-bis, par. 2, letter d, of the CFA)

The present Board of Statutory Auditors was appointed
by the Ordinary Shareholders’ X/\eeting of 28 April 2016
and its mandate will expire on the approval of the financial
statements relative to the year 201§.

For the appointment by the Shareholders, two lists were

presented: List no. 1 presented by Roma Capitale with

three candidates, Corrado Gatti, Rosina Cichello and Lucia

Di Giuseppe, and List no. 2 presented by the shareholder

FINCAL SpA with two candidates, Enrico Laghi and Carlo

Schiavone; List no. 1 was voted by 68.94% and List no. 2 by

30,89% of the voters.

According to the appointments at that Meeting, the Board

of Statutory Directors is formed, as described in Table no. 3,

by the components below, a brief professional description

of whom is given, in compliance with art. 144-decies of the

Issuers’ Regulations:

* Enrico Laghi, Chairman. Full professor of business eco-
nomics at “La Sapienza” University of Rome; he is a
member of the Institute of Chartered Accountants of
Rome and listed on the Register of Certified Auditors;

¢ Corrado Gatti, standing auditor. Full professor of eco-
nomics and business management at “La Sapienza” Uni-
versity of Rome. He holds t%e office of director, statutory
auditor, chairman of the board of statutory auditors and
member of the supervisory board of various companies
and bodies. He is advisor on strategic, organisational and
financial aspects for several private and public companies.
He is a member of the Institute of Chartered Account-
ants of Rome, and listed on the Register of Certified
Auditors and on the Register of Expert Witnesses of the
Court of Rome.

* Rosina Cichello, standing auditor. A graduate in econom-
ics and business studies from “La Sapienza” University of
Rome. She is a member of the Institute of Chartered Ac-
countants of Vibo Valentia and is listed on the Register of
Certified Auditors. She is a tax consultant and an auditor
for various private companies.

* Lucia Di Giuseppe, alternative auditor. A graduate in eco-
nomics and business studies from “La Sapienza” Univer-
sity of Rome. She is a member of the Institute of Char-
tered Accountants of Avezzano and Marsica (AQ) and
is listed on the Register of Certified Auditors and on the
Register of Expert Witnesses of the Court of Avezzano.
She provides administrative, commercial, tax and labour

law advisory services for joint stock companies, partner-
ships, professionals and individual entrepreneurs.
e Carlo Schiavone, alternative auditor. A graduate in eco-
nomics and business studies from Rome%niversity. Heis
a member of the Institute of Chartered Accountants of
Rome and is listed on the Register of Certified Auditors.
He has held office as statutory auditor for listed compa-
nies and important national banking groups.
The auditors have been chosen from people who can be
qualified as indeJ)endent and they must act with autono-
my and independence, also as regards the shareholders that
have elected them.
The Independent of the auditors is assessed by ACEA in ac-
cordance with the law and art. 3 of the Self-Regulatory Code.
On the appointment of an auditor who qualifies him/herself as
indepemﬁ:-nt, and successively at least once a year, the Board
of Statutory Auditors, on the basis of the information provided
by the person concerned or, at any rate, available to ACEA,
assesses the relations that could, or which could apparently,
compromise the independent judgement of said auditor.
The Board of Statutory Auditors receives from the Board of
Directors, at the Board of Directors’ meetings, information
on the activity performed by the Board of Directors, by di-
rectly participating in the Board of Directors’ meetings and
by examination of the material which illustrates the items
on the relative agenda, which it receives in advance in the
same format and within the same terms as the documenta-
tion received by the Board Directors.
The Board of Statutory Auditors exercises the powers and
[Ferforms the duties contemplated by the provisions in force.
he Board of Statutory Auditors, in the performance of its
activity, cooperates with the Audit Department prevalently
by periodic meetings for the illustration of the work plan of
the independent monitoring activities and of the results of
the main actions carried out during the period.
The Board of Statutory Auditors also cooperates with the
Control and Risks Committee, by the participation of the
Chairperson and/or the Auditors at the meetings.
During the financial period 2016, the Board of Statutory
Auditors held 13 meetings, with an average duration of 1 hour
35 minutes, regularly attended by the standing auditors.
In 2017, at the date of this Report, the Boars of Statutory
Auditors has held 9 meetings, with an average duration of
approximately 2 hours.
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14. RELATIONS WITH THE SHAREHOLDERS
(art. 123-bis, par. 2, letter a), of the CFA)

Price-sensitive information regarding the Company is pre-
cisely and immediately disclosed to the market and to the
relative Supervisory Authorities. The information in ques-
tion is constantly updated and made available on the gom—
pan ’s Internet site at www.acea.it.

ACEA’s organisational structure includes an Investor Re-
lations Department, which hierarchically reports to the
Managing Director, the Manager of which is Ms Elvira
Angrisani.

On the approval of the annual, six-monthly and quarterly
results of the Business Plan and of the execution o‘(r]possible
extraordinary price sensitive transactions, the Company
organises special conference calls with institutional inves-
tors and financial analysts.

In 2016:

e conference calls were held with the financial commu-

nity on the occasion of the approval of the annual and
six-monthly results of the 2016-2020 Business Plan;

* road-shows were held in the main national and inter-
national cities (Milan, London, Paris, Boston and New
York), during which one-to-one meetings took place as
well as presentations to large audiences represented by
over 210 equity investors, buy side analysts and investors/
credit analysts;

* the Company participated in Utility Conferences organ-
ised by the main merchant banks.

In addition, to ensure immediate information to sharehold-
ers and investors, corporate documents, press releases, no-
tices and other information concerning the Group is pub-
lished on the Company’s Internet site (www.acea.it) within
the terms laid down by the laws in force.
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15. SHAREHOLDERS’ MEETING
(art. 123-bis, par. 2, letter c, of the CFA)

The regulations for the functioning of the Shareholders’
meeting are contained in the ACEA S.p.A. Articles of As-
sociation which, in addition to referring to the provisions of
law, dedicates Articles 10, 11, 12, 13 and 14 to the Share-
holders” Meeting.

At 31 December 2016, art. 10, still in force, sets out the
methods for calling the Shareholders’ Meeting, establish-
ing, under art. 10.3, that “without prejudice to the powers of
convocation contemplated by speccifvc provisions of law, the
Shareholders’ Meeting, whether ordinary or extraordinary, is
convoked by the Board of Directors by a notice containing in-
dication of/the day and place of the meeting and the list of
matters on the agenda.” Under paragraph 4 of the same arti-
cle, it is also stated that the Meeting can be held elsewhere
than at the registered office, providing it is held in Italy.
“The notice is published on the Company’s Internet site, in the
Official Journal of the Italian Republic and in the daily news-
paper “Il Sole - 24 Ore” within the terms laid down by the laws
in force. The meeting can be convoked also more than twice.
The convocation notice can establish that the meeting will be
held, on a different day, on second, third or ulterior convoca-
tion, if the quorum required by law for its constitution is not
reached on the preceding convocation” (art. 10.4 of the Arti-
cles of Association).

Art. 11.1 rules that “The Ordinary Shareholders’ Meeting must
be held at least once a year for the approval of the financial
statements within 120 days from the closure of the financial
period, or within 180 days of the said closure in the case of the
conditions contemplated by art. 2364 of the Civil Code”

Art. 11.2 rules that “The g(traordinary Shareholders’ Meeting
is held whenever it is necessary to pass a resolution reserved to
the same by law”.

Art. 11.3 rules that “The Shareholders’ Meeting, whether ordi-
nary or extraordinary, is also held when requested by as man
Shareholders as represent the percentages contemplated b
the laws in force, and the request must specify the items to be
discussed, or when requestej by the Board onStututor Audi-
tors or members of the same in the cases contemp/atecf/by law.
In addition, as many Shareholders as represent the percentages
contemplated by the laws in force may request, in respect of
the terms laid down by the laws in force, additions to the be
made to the agenda, indicating in the request the addition-
al items that they propose. The convocation and the addition
of items to the agenda at the request of Shareholders are not
admitted on matters on which the Shareholders’ Meeting is
obliged by law to pass resolutions on Directors’ proposals or on
the basis of a project or a report prepared by the Directors”.
Art. 12 of the Articles of Association expressly states that
the majorities necessary for the Meeting, whether ordinary
or extraordinary, and its resolutions to be quorate are those
contemplated by law.

Art. 13.1 of the Articles of Association rules that “entitle-
ment to participate in the Shareholders’ Meeting and to ex-
ercise the right to vote is testified by a communication to the
issuer made by the intermediary, in conformity with the ac-
counting evidence, in favour of the subject holding the right to
vote, according to the procedures and terms laid down by the
laws in force” (the so-called “record date”).

Art. 13.2 provides for the Shareholders entitled to partic-
ipate in the Meeting to be represented pursuant and ac-
cording to the procedures of law.

In addition, the same art. 13 provides that “with the excep-
tion of Roma Capitale or its subsidiaries that have become

shareholders, the voting right cannot be exercised, directly or

by proxy, for more than 8% of the share capital”.

o this regard, it is necessary to call attention to art. 6 of
the Articles of Association, which, however, provides that:
“with the exception of Roma Capitale and its subsidiaries that
have become shareholders, no shareholder may hold a stake of
more than 8% O‘Z the share capital. In the case of non-obser-
vance, the shareholder may not exercise the voting right on the
shares in excess of that limit and resolutions adopted with the
determining vote of such shares, that should not bear voting
rights according to this art. 6, can be challenged pursuant to
and according to the procedures of art. 2377 of the Civil Code.
Shares for which the voting right cannot be exercised are cal-
culated in any case Zfor the purpose of ascertaining that the
Meeting is quorate” (art. 6.1 of the Articles of Association).
“The aforesaid limit also applies to stakes held by the group to
which each shareholder belongs, i.e.:

* a group formed of natural or legal persons which, directly or
indirectly, control, are controlled by or are affiliates o#/the

shareholder;

a group formed of subjects connected to the shareholder,

even if[zhey do not have a corporate form;

a group formed o/‘ natural or legal persons which, directly or

indirectly, explicitly or by determining behaviour, have entered

into or, in any case, adhere to agreements of the type contem-
plated by art. 122 of Legislative Decree 58/98, if such agree-
ments regard at least 8% of the capital with voting rights.

Control and affiliation, for the purposes of this art. 6, are con-

sidered as recurrent in the cases contemplated by art. 2359

of the Civil Code.” (art. 6.2 of the Articles of Association)

According to point no. 3 of art. 6, the limit referred to in

art. 6, point 1, also applies in the case of:

* “shares held by members of the shareholder’s family, under-
stood as composed of the shareholder, his/her spouse, unless
they are divorced, and their cohabiting children and/or chil-
dren still economically dependent on the shareholder;

e shares held bg/ a natural or legal person through a subsidiary
or a trust or by proxy;

* shares held directly or indirectly that are restricted by lien
or usufruct, if the relative voting rights are held by the lien
creditor or the usufructuary;

* shares subject to contango, which will be taken into account
with regard to the giver-over and the hedger.”

Point 4 of art. 6 also establishes that “anyone that holds
Company shares in excess of 8% of the share capital must in-
form the Company in writing within the twenty days following
the transaction which resulted in this limit being exceeded”.
Another restriction laid down under point 5 of art. 6 is that
“shareholders that have not contributed to the approval of
the resolutions regarding the introduction or the removal of
restrictions on the circulation of the shares do not have the
withdrawal right”.
Art. 13.3 provides that: “ To facilitate the collection of prox-
ies from sﬁareho/ding employees of the Company, its subsid-
iaries and affiliates and shareholders’ associations, with the
requisites contemplated by the relative provisions in force,
specific spaces are made available for the communication and
the collection of the proxies.

If a proxy is conferred electronically, according to the proce-

dures contemplated by the regulations in force at any moment,

said proxy may be communicated via the Company’s Internet
site according to the procedures specified in the notice of con-
vocation.”
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On 3 November 2000, the Ordinary Shareholders’ Meet-
ing approved the adoption of Regulations (available on the
Internet site at www.acea.it) that discipline the ordered
functioning of the Shareholders’ Meeting. The approved
Regulations are the result of in-depth stuc? carried out on
the texts prepared by the various Study C,):)mmissions set
up by the various category associations, and in particular
they are based on the results of the studies carried out by
Assonime. Art. 7. 3 of the said Regulations disciplines the
procedures which guarantee the shareholder’s right to take
the floor on the topics under discussion, and in particular:

“The request to take the floor on the single items on the agen-
da may be presented to the Chairman (of the Shareholders’
Meeting) from the moment the Meeting is constituted until
the Chairman of the Meeting declares the discussion on the
item closed. In giving the floor, the Chairman ol: the Share-
holders’ Meeting normally follows the order of the presenta-

tion of the requests for the floor. Each shareholder may take
the floor only once on each item on the agenda, and for no
more than 10 minutes.”

The Board of Directors has reported to the Shareholders’
N\eetinﬁ the activity performed and programmed, thus en-
suring that the shareholders are correct informed on the el-
ements necessary to allow them to take informed decisions
on the matters of their competence.

The Board of Directors considers the Shareholders’ Meeting
to be a particularly signiﬁcant moment for its relations with
the shareholders; therefore it makes all efforts, as far as falling
within its competence, to encourage and facilitate the broad-
est participation possible of the shareholders at the Meetings.
In the financial year 2016 and until today, no significant
changes have taken place in the capitalisation of the ACEA
shares or in the composition of its corporate bodies, that
could harm the prerogatives of the minority shareholders.
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16. OTHER CORPORATE GOVERNANCE PRACTICES
(art. 123-bis, par. 2, letter a), of the CFA)

The Ethics Committee

On 26 July 2001, the Board of Directors resolved to set up
an Ethics Committee, with full and autonomous powers of
action and control, delegated to supervise the implementa-
tion and observation of the principles and rules of conduct
expressed in the Code of EtEics adopted by ACEA.

The composition and functioning of the Committee are
disciplined by specific Regulations approved by the Board
of Directors.

The members of the Ethics Committee are the Board Di-
rectors Paola Antonia Profeta (Chairwoman), Elisabetta
Maggini and Giovanni Giani (in their capacity of non-ex-
ecutive directors), and two external members, Maurizio
Zollo and Luigi Giuliano.

The Committee, pursuant to the responsibilities attribut-
ed by the Code of Ethics and the aforementioned Reg-
ulations, fosters awareness of the Code of Ethics within
the Group; it promotes activities for the sensitisation of
ACEA SpA managers and employees on ethical matters;
it assists ACEA in the correct application of the princi-
ples and criteria relating to the conduct prescribed by
the Code; it develops and circulates procedures aimed at
guaranteeing the concrete achievement of the purposes
and observance of the principles of the Code; it ascertains
cases of breach of the principles and criteria relating to
the conduct prescribed by the Code and it proposes sanc-
tions, if necessary, in respect of the labour agreement.
Lastly, the Committee proposes opportune reviews to
improve the principles of the Code.

On 22 February 2012, the ACEA SpA Board of Audi-
tors, on a proposal of the Ethics Committee, resolved on
the adoption of the current edition of the Code of Ethics,

which enlarged and updated the preceding ethical provi-
sions adopted by ACEA in 2001.
The subsidiaries, by resolution of their own Boards of Di-
rectors, also adopt the Code of Ethics, which is an integral
[Is_art of the Organisation and N\ana%ement Model.

he Code of Ethics is a fundamental element in the control
environment of ACEA, which fosters knowledge of the same
among the personnel, both when they are hired and in cycli-
cal training activities. Adherence to the Code is explicitly re-
quested o?employees, suppliers and all those that contribute
to the Company’s activity (consultants, collaborators, etc.).
To ensure the monitoring of the correct observance of the
Code of Ethics, an articulated procedure for the manage-
ment of the reports of behaviour in breach of the principles
of the said Code (whistle blowing) has been defined, which
provides for reserved contact channels in order to protect
those who submit reports. The Audit Department examines
the reports and ascertains the cases of e#ective breach. The
reports received and the consequent improvement actions
are monitored by the Ethics Committee.
The Ethics Committee, in addition to monitoring the ef-
fective implementation of the Code of Ethics, in order to
foster the concrete application of the principles of sustain-
able development affirmed in the Code of Ethics, carried
out a survey in 2016 on the awareness on the part of the
managers of the issues connected to sustainability and their
reflection in decision-making and strategic processes.
The Board of Directors conﬁrmed the allocation of an an-
nual budget for 2017 of Euro 25,000.00 (twenty-five
thousand point zero zero) for the Committee.
The Committee, in the performance of its duties, coordi-
nates its activity with that of the Supervisory Board.
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17. CHANGES SINCE THE CLOSURE OF THE PERIOD

The changes that have taken place from the closure of
the perioﬁ until today have been described in the spe-

cific sections.

For the Board of Directors
The Chairwoman
Catia Tomasetti
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TABLE

TABLE 1:
INFORMATION ON THE OWNERSHIP STRUCTURE

SHARE CAPITAL STRUCTURE

N° % of shares Listed on Borsa ltaliana’s
of shares capital on-line stock exchange Rights and obligations
Ordinary shares 212,964,000 100% 100%
Shares with restricted
votingrights o
Shares without
votingrights oo
OTHER FINANCIAL INSTRUMENTS
(which entitle the underwriting of newly issued shares)
Category of shares
Listed (indicate N° of instruments to serve N° of shares to serve
the markets) / not listed in issue conversion/exercise conversion/exercise
Convertible
bonds e e
Warrants e e
PRELEVANT STAKES
From CONSOB site at 13 March 2017
Declarant % of ordinary capital % of voting capital
ROMA CAPITALE Roma Capitale 51% 51%
SUEZ ENVIRONNEMENT COMPANY SA Suez Italia SpA 23.333% 23.333%
Viapar S.r.l. 0.939%
Fincal SpA 2.677%
CALTAGIRONE FRANCESCO GAETANO o
So.fi.cos. Sirl. 0.780% 5.006%
Viafin S.r.l. 0.610%
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TABLE 2:
STRUCTURE OF THE BOARD OF DIRECTORS AND ITS COMMITTEES AT 31 DECEMBER 2016

BOARD OF DIRECTORS

Appointments

Control and
and Risks ~ Remuneration
Committee Committee
Date of first List Indep. Indep. No of other
Yearof  appointment In office In office (M/m) Non- asper  asper offices
Office Members birth *) since until (™)  Exec. exec. Code CFA ) m @ o 2) m
Chairperson Catia 1964 05/06/2014  05/06/2014  31/12/2016 M X e 10/10
Tomasetti
MD/GM. Alberto Irace 1967 05/06/2014  05/06/2014  31/12/2016 M X s 10110
BOD
09/06/2014
(MD)
Director Elisabetta 1982 05/06/2014  05/06/2014  31/12/2016 M X x X e 10/10 M 6/6 P 4/4
Maggini
Director Paola Antonia 1972 05/06/2014  05/06/2014  31/12/2016 M x x x 1 10M10
Profeta
Director Francesco 1968 29/04/2010  05/06/2014  31/12/2016 m X 6 910
Caltagirone
Director Giovanni 1950  BoDco-opted 05/06/2014  31/12/2016 m S 10/10 M 5/6 M 4/4
Giani 29/11/201
Ass.
04/05/2012
Director Roberta Neri 1964 23/04/2015  23/04/2015  31/12/2016 M x x x 1910 P 6/6 M 4/4
Director Massimiliano 1968 23/04/2015  23/04/2015  31/12/2016 m x x x 6 10/10 M 4/4
Capece
Minutolo
Del Sasso
Director Angel Simon 1961  BoD co-opted  28/06/2016  31/12/2016 m e 2/5
Grimaldos 28/06/2016

DIRECTORS WHO HAVE LEFT OFFICE DURING THE FINANCIAL PERIOD 2016

Director Diane D’Arras 1955 15.04.2013  05.06.2014  31.05.2016 m X X X =---e- 4/4
Appointments and
Control and Risks Remuneration
No. of meeting held during the financial period 2016: 10 Committee: 6 Committee: 4

Quorum requested for the presentation of the lists for the election of the Board of Directors (pursuant to art. 147-ter of the CFA): 1% of the voting shares

NOTES

+ This symbol indicates the director appointed for the Internal Control and Risks Management system.

* Date of the first appointment of each director refers to the date on which the director was appointed for the first time (in absolute)
as an ACEA SpA Board Director.

** This column indicates the list from which each director was taken (“M”: majority list; “m”: minority list).

*** This column indicates the number of offices that directors or statutory auditors hold in other financial, banking or insurance companies or
com
panies of relevant dimensions listed on regulated markets, also abroad.

On the last page of the Corporate Governance Report, the offices are indicated in full.

(1) This column indicates the directors’ participation in the meetings of, respectivel}/, the Board of Directors and the Committees.

(2) This column indicates the qualification of the directors within the Committee: “C”: chairperson; “M”: member.
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TABLE 3:
STRUCTURE OF THE BOARD OF STATUTORY AUDITORS AT 31 DECEMBER 2016

BOARD OF STATUTORY AUDITORS
Quorum requested for the presentation of the lists on the occasion of the last appointment: 1% of voting shares

Date of first Number of

Year appointment In office In office List Independence  (***)  other offices

Office Member of birth *) since until  (M/m) (**) as per Code (%) %)

Chairperson Enrico Laghi 1969 2010  28.04.2016 31.12.2018 m x 93 8

Standing auditor Rosina 1967 2016  28.04.2016 31.12.2018 M X 9/9

Cichello

Standing auditor  Corrado Gatti 1974 2010 28042016 31122018 M X123 13

Alternative auditor Lucia 1966 2016  28.04.2016 3112.2018 M X mmmmmmeeeees

DiGiuseppe e

Alternative auditor Carlo 1960 2016  28.04.2016 3112.2018 m x 22
Schiavone

STATUTORY AUDITORS WHO HAVE LEFT OFFICE IN THE FINANCIAL PERIOD 2016

Standing auditor Laura Raselli 1971 2013 15.04.2013 28.04.2016 M X 4/4
Standing auditor Antonia 1970 2013 15.04.2013 28.04.2016 M X
Coppola
Alternative Franco 1942 2013 15.04.2013 28.04.2016 m X
auditor Biancani

Number of meetings held during the financial year 2016: 11
Quorum required for the presentation of the lists for the election of the Board of Directors (pursuant to art. 147-ter of the CFA): 17 of the voting shares
NOTES

(") The date of first appointment refers to the date on which the auditor was appointed for the first time (in absolute) as a member of the issuer’s
Board of Statutory Auditors.

(*) This column indicates the list from which each auditor was taken (“M”: majority list; “m”: minority list).

(*™) This column indicates the participation of the auditors in the meetings of the Board of Statutory Auditors.

(***) This column indicates the number of offices held as directors or auditors by the subjects concern, pursuant to art. 148-bis of the CFA and
of the relative implementation provisions contained in the CONSOB Issuers Regulations. The full list of offices is published by CONSOB on its
Internet site in compliance with art. 144-quinquiesdecies of the CONSOB Issuers’ Regulations.
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PLATE 1:

COMPOSITION PF THE ACEA BOARD OF DIRECTORS AND OFFICES HELD

BY THE DIRECTORS IN OTHER COMPANIES AT 31.12.2016

Role Name Office Otbher offices (*)
Chairperson Catia Tomasetti Executive director  Utilitalia (**) (formerly Federutility) (C)
Rome Chamber of Commerce (***) (C)

Managing Director Alberto Irace Executive director ~ smmmemmmmeeeoo o
Director Elisabetta N\aggini Independent director ~ —mmmmmeee e
Director Paola Antonia Profeta Independent director Banca Profilo (C)
Director Angel Simon Grimaldos Independent director ~ cmmemmmem e
Director Giovanni Giani Non-independent director ~ —mmmmmmmmomo e
Director Francesco Caltagirone Non-independent director Cementir Holding SpA (P e AD)
Cimentas A.S. (C)

Cimbeton AS. (C)

Aalborg Portland Holding (AD)

Caltagirone SpA (C)

Caltagirone Editore SpA (C)

Director Roberta Neri Independent director Enav (AD)
Director Massimiliano Capece Independent director ICAL2 SpA (P)
Minutolo Del Sasso Porto Torre SpA (AU)

Cementir ltalia SpA (C)
Cimentas A.S. (C)
Fincal SpA (C)

Domus ltalia SpA (C)

() List of offices held as director or auditor by each Board Director in other companies listed on regulated markets, also abroad, in financial,
banking and insurance companies or companies of relevant dimensions.

(™) Association of companies

(™) Public entity
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