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FOREWORD

........................................................................................................................................

The merger by incorporation of ERG Renew S.p.A. and ERG Operations & Maintenance Sr.l. into ERG Power Generation
S.p.A. was completed with effective date T January 2017 as a result, the companies that were held by ERG Renew S.p.A.
(ERG Renew Group) were transferred to ERG Power Generation S.p.A.

The latter, while holding direct controlling stakes (ERG Power S.r.l. - ERG Hydro S.r.l.), did not draw up consolidated financial
statements until 31 December 2016, taking advantage of the faculty envisaged by Art. 27 of Law no. 127 of 09/04/1991,
being entirely controlled by ERG S.p.A. (parent company that draws up its own consolidated financial statements).
Starting from this year, Management has decided to draw up Consolidated IAS Financial Statements, representative of
the new group, which includes companies that were under the scope of consolidation of ERG Power Generation S.p.A., as
well as those that are part of the ERG Renew Group.

The Consolidated Financial Statements as at and for the year ended 31 December 2017 were prepared in accordance
with the Standards issued by the International Accounting Standards Board (IASB) and endorsed by the European Union,
inclusive of all international standards that have undergone interpretation (International Accounting Standards - IAS
and International Financial Reporting Standards - IFRS) and the interpretations of the International Financial Reporting
Interpretation Committee (IFRIC) and of the previous Standing Interpretations Committee (SIC).

This document has been audited by the company Deloitte & Touche S.p.A.

Note that for complete disclosure and comparability of data, this document provides comparable data for 2016 inclusive

of the pro-forma figures.

RECURRING RESULTS

To enhance comprehension of business performance, the operating results are also shown excluding non-recurring
items'.

The results reflect the energy sales on markets by Group Energy Management (in relation to generation in Italy of
thermoelectric and wind power and, starting from 1 July 2016, hydroelectric power), in addition to the adoption of
effective hedges of the generation margin. Said hedges include, inter alia, the use of instruments to hedge the price
risk.

For a clearer representation of the business at the technology level, the results of wind and hydroelectric power
include the effects of hedges carried out in relation to renewable sources (“RES”) by the Energy Management of ERG

Power Generation S.p.A.

T Non-recurring items include significant but unusual earnings.
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GROUP’S PROFILE

........................................................................................................................................

Today, the ERG Power Generation Group is the leader in the wind power market in Italy and has a prominent position
in Europe; it is among the leading operators active in the generation of energy from water sources in Italy, it is active
in low-environmental impact thermoelectric production with a high-efficiency, modular co-generation CCGT plant, as
well as on the energy markets through the Energy Management activity.

Management of the industrial and commercial processes of the ERG Group is carried out by the subsidiary ERG

Power Generation S.p.A., which directly carries out:

+ the unified Energy Management activity for all three generation technologies in which the ERG Group operates;

+ the Operation & Maintenance activities of the “Centrale Nord” plant, of its own Italian wind farms and of some of the
wind farms in France and Germany. Through the CSO Energy companies it performs technical and administrative
services in France and Germany both in favour of Group companies and of third parties.

ERG Power Generation S.p.A. also operates, directly or through its subsidiaries, in the Electric power generation

sectors using:

Non-programmable sources

ERG is active in the generation of electricity from wind sources, with 1,814 MW of installed power at 31 December
2017. ERG is the leading wind power operator in Italy and one of the first ten in Europe.

The wind farms are mainly concentrated in Italy (1,093 MW), but with a significant and rising presence also abroad (722
MW operational), in particular in France (252 MW), Germany (216 MW), Poland (82 MW), Romania (70 MW), Bulgaria
(54 MW) and Northern Ireland (47.5 MW)?. In particular, note that in May 2017, ERG further consolidated its position
in the German on-shore wind market, through the acquisition of six German wind farms, with an installed capacity of
48.4 MW; moreover, in fourth quarter 2017, the 47.5 MW farm in Northern Ireland gradually began operating.

On 12 January 2018, ERG entered the photovoltaic sector by acquiring 100% of ForVei S.rl., ninth largest photovoltaic
operator in Italy, with an installed capacity of 89 MW.

Programmable sources

+ ERG operates in the generation of electricity from thermoelectric sources through the “Centrale Nord” plant
(480 MW) at the industrial site of Priolo Gargallo (SR) in Sicily, which operated until 27 May 2016 as an Essential
Unit in accordance with the Mucchetti Amendment®. This is a high-efficiency co-generation plant (C.A.R.), based

2 It consists of Brockaghboy wind farm, sale in progress.
3 Law converting Law Decree 91/14 (“Competitiveness Decree”). For additional details, refer to the Thermoelectric paragraph.
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on latest generation combined cycle technology fuelled with natural gas, which came into stream commercially
in April 2010 along with other ancillary plants for the production of steam and, to a lesser extent, of other utilities;

+ ERG operates in the sector of generation of electricity from hydroelectric sources through an integrated portfolio of
assets consisting of 19 plants, 7 dams, 3 reservoirs and one pumping station, geographically located throughout
Umbria, Marche and Lazio, with a capacity of 527 MW.

Starting from 1 January 2017, all services across the Group have been centralised within ERG S.p.A.

N

OMPANY

On 1 January 2017, the new organisational structure came fully into force; it is characterised by the definition of two

macro-roles:

+ ERG S.p.A. - Corporate - which provides strategic guidance, is directly responsible for business development
processes and ensures the management of all business support processes. The company is organised into the
following 5 areas:

- Business Development

- Administration, Finance, Planning and Control, Risk Management, M&A, Investor Relations and Purchasing;
- Human Capital, ICT and General Services;

- Institutional Relations and Communication;

- Legal and Corporate Affairs.

+ ERG Power Generation S.p.A., which is assigned responsibility for the Group'’s industrial and commercial processes,
organised into:

- Wind, Thermo and Hydro generation technologies, which are in turn subdivided into production units on a
geographical basis;

- Energy Management, as a single entry point to the organised markets;

- acommercial structure dedicated to Key Accounts;

- acentre of technological excellence, responsible for the Engineering & Construction processes;

- ahub of specialised skills in regulatory, planning and performance control matters, across all industrial processes;

- a structure dedicated to management of health and safety issues and to protection of the environment for the

entire Group.

Implementation of the new Group Organisational Model, partly begun at the end of 2016 with the centralisation of
Business Development and Legal and Corporate Affairs into ERG S.p.A., took full effect starting on 1 January 2017,
specifically through:

- theincorporation of ERG Services S.p.A. into ERGSp.A;;

- the merger of ERG Renew S.p.A. and ERG Renew Operations & Maintenance S.r.l. into ERG Power Generation

Sp.A.
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63% ERG S.p.A. 1 329

San Quirico/ = ERG - FreeFloat

Polcevera
\ 51%

TotalErg S.p.A.
100% :
ERG Power Generation S.p.A.
|
Wind Hydro CCGT
Non-Programmable Programmable

(1) ERG owns 1% treasury shares

Change in the business scope

The first half-year 2017 results reflect the acquisition of six wind farms in Germany (48 MW), acquired during the
period and fully consolidated from 1 January 2017.

Furthermore, note that the 2017 results also reflect the contribution of the wind farm owned by the company
Brockaghboy Windfarm Ltd, which began operating in fourth quarter 2017. The process to sell this company was

launched at the end of 2017, and it is expected to be completed by the end of first quarter 2018.

Brockaghboy Windfarm Ltd.

At the beginning of 2016, ERG purchased from TCI Renewables (“TCI") 100% of the capital of Brockaghboy Windfarm
Ltd. ("BWF"), a UK company owning the authorisations required for the construction of a wind farm in Northern
Ireland, completed during 2017, with an installed capacity of 48 MW. The farm has already been accredited for the
purposes of the current incentive mechanisms (NIRO) envisaged by the regulatory system.

The agreements stipulated at the time established that at the end of construction and subsequent to accreditation of
the incentives (NIRO), ERG would have the right to submit a supplementary bid to TCI to retain definitive ownership.
If the bid had not been accepted and only in the case of higher bids by third parties, it would have been possible to
proceed with the transfer, through a contractual mechanism of distribution of the capital gain.

Having said that, note that at the end of 2017 a sales process for subsidiary Brockaghboy Windfarm Ltd. started,
expected to be completed within first quarter 2018.

With reference to what has been said above, in the Notes to the Consolidated Financial Statements, the accounting
results of the assets being sold are indicated separately in accordance with IFRS 5.

For greater disclosure, the results of the assets being sold as part of ordinary operations are shown and commented
in this Report.

For the reconciliation of these values, please refer to the section “Alternative performance indicators”.
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SUMMARY OF RESULTS

YEAR

(EUR million) 2017 2016
MAIN INCOME STATEMENT DATA
Revenues from ordinary operations 1,055 1,024
Recurring EBITDA 488 469
Recurring EBIT 241 218
Net profit 137 95

of which Group net income 137 95
Recurring Group net profit ™ 137 104
MAIN FINANCIAL DATA
Net invested capital 3,049 3,211
Shareholders’ Equity 1,951 1,799
Total net financial indebtedness 1,098 1,412

of which non-recourse Project Financing @) 1,115 1,276
Financial leverage 36% 44%
EBITDA Margin % 46% 46%
OPERATING DATA
Installed capacity at period end - wind farms MW 1,814 1,720
Electric power generation from wind farms millions of KWh 3,613 3,501
Installed capacity at period end - thermoelectric plants MW 480 480
Electric power generation from thermoelectric plants millions of KWh 2,453 2,693
Installed capacity at period end - hydroelectric plants MW 527 527
Electric power generation from hydroelectric plants millions of KWh 1,144 1,358
Total sales of electric power millions of KWh 11,747 12,303
Capital expenditures © (EUR million) 51 57
Employees at end of period Units 490 532
MARKET INDICATORS
Reference price of electricity - Italy (baseload)® EUR/MWh 54.0 428
Feed-In Premium (former Green Certificates) - Italy EUR/MWh 107.3 100.1
Sicily zone price (baseload) EUR/MWh 60.8 47.6
Centre North zone price (peak) EUR/MWh 63.5 47.6
Average unit value of sale of ERG wind energy - in Italy EUR/MWh 1471 139.0
Feed-In Tariff - Germany © EUR/MWh 91.7 92.6
Feed-In Tariff - France ® EUR/MWh 88.3 88.7
Feed-In Tariff - Bulgaria ® EUR/MWh 819 84.0
Electricity price - Poland EUR/MWh 36.5 33.4
Certificate of origin price - Poland EUR/MWh 8.5 10.8
Electricity price - Romania © EUR/MWh 28.7 27.3
Green Certificate price - Romania?) EUR/MWh 29.0 29.5

To enhance understandability of business performance, recurring revenues and operating results are shown, therefore excluding non-recurring items.

does not include non-recurring items and related applicable theoretical taxes
including cash and cash equivalents and excluding the fair value of the derivatives to hedge interest rates

in tangible and intangible fixed assets. Do not include the M&A investments amounting to EUR 39.5 million made in 2017 for the acquisition of the companies of the DIF
Group in Germany and the M&A investments amounting to EUR 306 million made in 2016

(4) Single National Price

(5) the values of the Feed-In Tariff abroad refer to the prices obtained by the wind farms

(6) the Romania price of electricity refers to the price fixed by the company via bilateral agreements
(7) price referred to the unit value of the green certificate.

S
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PERFORMANCE HIGHLIGHTS BY SEGMENT

YEAR
(EUR million) 2017 2016
REVENUES FROM ORDINARY OPERATIONS
Non-programmable sources
Wind sector: Italy 315 311
Wind sector: France 46 46
Wind sector: Germany 38 26
Wind sector: Bulgaria 13 13
Wind sector: Romania 19 18
Wind sector: Poland 12 10
Wind sector: UK 3 )
Total Non-programmable sources 445 423
Programmable sources
Thermoelectric power 473 479
Hydroelectric power 137 122
Total Programmable sources 610 601
Revenues from recurring ordinary operations 1,055 1,024
EBITDA
Non-programmable sources
Wind sector: Italy 241 235
Wind sector: France 30 32
Wind sector: Germany 25 18
Wind sector: Bulgaria 6
Wind sector: Romania 8
Wind sector: Poland 5
Wind sector: UK 2 0)
Total Non-programmable sources 316 308
Programmable sources
Thermoelectric power 78 77
Hydroelectric power 94 84
Total Programmable sources 172 161
Recurring EBITDA 488 469

(1) includes Energy Management contribution
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YEAR
(EUR million) 2017 2016
AMORTISATION, DEPRECIATION AND WRITE-DOWNS
Non-programmable sources
Wind sector: Italy (107) (105)
Wind sector: France (21) (25)
Wind sector: Germany (19) (15)
Wind sector: Bulgaria (4) (4)
Wind sector: Romania (5 (5
Wind sector: Poland 6) 6)
Wind sector: UK ©) )
Total Non-programmable sources (158) (161)
Programmable sources
Thermoelectric power (31) (30)
Hydroelectric power (58) (58)
Total Programmable sources (89) (88)
Recurring amortisation, depreciation and write-downs (247) (249)
EBIT
Non-programmable sources
Wind sector: Italy 140 130
Wind sector: France 8 7
Wind sector: Germany 6 3
Wind sector: Bulgaria 2 4
Wind sector: Romania 3 3
Wind sector: Poland ©) ©)
Wind sector: UK 1 )
Total Non-programmable sources 158 147
Programmable sources
Thermoelectric power 48 47
Hydroelectric power 35 26
Total Programmable sources 83 73
Recurring EBIT 241 220
CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS
Non-programmable sources
Wind sector: Italy 3 6
Wind sector: France 2 -
Wind sector: Germany -
Wind sector: Bulgaria - -
Wind sector: Romania - -
Wind sector: Poland 1 1
Wind sector: UK 29 36
Total Non-programmable sources 35 44
Programmable sources
Thermoelectric power 10 10
Hydroelectric power 6 4
Total Programmable sources 16 13
Total capital expenditures 51 57

(1) includes Energy Management contribution
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POWER GENERATION

The electricity sales carried out in Italy through the Energy Management of ERG Power Generation S.p.A. refer to the
electricity generated by its wind farms, its thermoelectric plants and its hydroelectric plants, as well as purchases on
organised markets and through physical bilateral agreements.

During 2017, total sales of electricity came to 11.7 TWh (12.3 TWh in 2016), in the presence of an overall value of
production for the Group plants of around 7.2 TWh (7.6 TWh in 2016), of which roughly 1.5 TWh abroad and 5.7 TWh
in Italy. The latter balance corresponds to around 1.8% of electricity demand in Italy (2.0% in 2016).

The breakdown of sale volumes and electricity output, by type of source, is shown in the following* table:

SOURCES OF ELECTRIC POWER (Gwh) 2017 2016
Wind - wind power generation Italy 2117 2,220
Wind - wind power generation Abroad 1,496 1,281
CCGT - thermoelectric power generation 2,453 2,693
Hydro - hydroelectric power generation 1,144 1,358
ERG Power Generation - purchases 4,536 4,751
Total 11,747 12,303
SALES OF ELECTRIC POWER (GWh) 2017 2016
Electric power sold to captive customers 539 542
Electric power sold to IREN 2,015 2,020
Electric power sold wholesale (ltaly) 7,697 8,460
Electric power sold abroad 1,496 1,281
Total 11,747 12,303

In 2017, steam sales® amounted to 737 thousand tonnes (752 thousand tonnes in the same period of 2016).

Energy sold in the wholesale market includes sales within the IPEX electrical market as well as in the “day before market”
(MGP), the “intraday market” (MI) and the “market for dispatch services” (MSD) in addition to being sold to the primary
operators of the sector within the OTC (over the counter) platform. The latter are realised by Energy Management in
order to develop forward contracts, also with the objective of hedging the generation, in accordance with Group's risk

policies.

4 Electric power sources refer to the output of the Group’s plants and to the purchases made on wholesale markets; uses include sales made throu-
gh physical bilateral agreements and on the spot and forward markets.
5 Steam supplied to final users net of the quantities of steam withdrawn by the users and of pipeline losses.
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COMMENTS ON THE PERIOD’S
PERFORMANCE

........................................................................................................................................

In 2017, revenues from ordinary operations amounted to EUR 1,055 million, slightly higher than the value of EUR 1,024
million in 2016, even in the presence of slightly lower RES compared to the same period of 2016, due to particularly
adverse weather conditions in Italy (water). These effects were more than offset by the growth in wind volumes, thanks
to the contribution by the new German and UK plants, within a positive scenario that recorded an average increase in
energy prices, as well as in incentives and Energy Efficiency Certificates. This item also reflects the effects of hedging
activities performed by Energy Management, the lower revenues relating to the wind farms no longer covered by the
incentive scheme, partly offset thanks to the mechanism for recovering the incentives relating to the missed generation
for shutdowns required by Terna in the previous years. The previous year up to the month of May 2016 included the
‘reintegration consideration” paid in view of the constraints imposed on the modulation of the CCGT plant to enforce
regulations on Essential Units for the security of the electrical system, amounting to approximately EUR 31 million.
Recurring EBITDA amounted to EUR 488 million, higher than the EUR 469 million recorded in 2016. The change is a
result of the following factors:

+ Non-programmable sources: EBITDA of EUR 316 million, up compared to the corresponding period of the prior year
(EUR 308 million), mainly due to the more favourable general price trend, as well as the additional cost containment
actions and the contribution of the newly acquired wind farms in Germany, as well as the launch of the new wind
farm in Northern Ireland. These effects were partly offset by less wind and lower output in Italy and France, where
the wind conditions were less favourable. Good wind conditions were recorded in Germany and in the eastern
countries.

In addition, in 2017, approximately 87% (96% in 2016) of wind power generation in Italy benefited from the feed-in
premium (former Green Certificate), for a unit amount of approximately 107 EUR/MWh, up compared to the same
period of 2016 (approximately 100 EUR/MWh);

+ Programmable sources: EBITDA of EUR 172 million, up compared to the previous year (EUR 161 million). The
contribution provided by the hydroelectric complex amounted to EUR 94 million, markedly higher than EUR 84
million in 2016 mainly as a result of the flexibility of the plants able to benefit from particularly favourable peak prices
especially in the early part of the year in the Centre-North area, although with significantly lower water availability
compared to the same period of the previous year.

In addition, the results benefited from the repeal of the IAFR revocation, at the end of a series of audits with the GSE,
for the plants at Cotilia (48 MW) and Sigillo (5 MW), which therefore are entitled, from the current year onwards, to
receive incentives, in addition to the recovery of past incentives.

The result of the thermoelectric business, amounting to EUR 78 million, was in line with the EUR 77 million of the

previous year, which however benefited from the “reintegration consideration” granted to the CCGT plant, with regards
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to the regulations on Essential Units for the security of the electrical system, in force until 27 May 2016, amounting
to approximately EUR 31 million. This lower revenue was more than offset by the contribution from revenues for
Energy Efficiency Certificates to which the CCGT plant is entitled in as much as it is qualified as a high-efficiency

co-generating plant, as well as by the better performance of energy sale prices.

Recurring EBIT was EUR 241 million (EUR 218 million in 2016) after amortisation and depreciation of EUR 247 million
(EUR 249 million in 2016).

The recurring Group net profit amounted to EUR 137 million, sharply up compared to the profit of EUR 104 million in

2016, as a consequence of the aforesaid higher operating results and lower net financial expenses.

In 2017, Group capital expenditure amounted to EUR 51 million (EUR 57 million in 2016), of which 69% in the Non-
programmable sector (77% in 2016), mainly relating to the construction of the Brockaghboy wind farm in Northern
Ireland, which began operating from fourth quarter 2017, and 31% in the Programmable sector (23% in 2016). Added
to these are approximately EUR 40 million invested in 2017 for the acquisition of 48 MW in Germany from the DIF
Group (EUR 306 million in 2016 for acquisition of the wind farms in France and Germany from the Impax Group and

Brockaghboy).

The net financial indebtedness amounted to EUR 1,098 million, in decrease by EUR 313 million compared to 31
December 2016 mainly due to the positive operating cash flows and the collection of amounts for UESSE reintegration
(EUR 22 million)®, which offset the impacts of the acquisition of the German wind farms from the DIF Group (EUR 40

million), tax payments (EUR 14 million) and investments in the period (EUR 54 million).

6 In fourth quarter 2017, EUR 13 million was collected for the 2015 balance and EUR 9 million as the second instalment for 2016.
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SIGNIFICANT EVENTS DURING THE YEAR

........................................................................................................................................

Wind Power

On 8 March ERG, through its subsidiary ERG Power Generation S.p.A., acquired from DIF RE Erneuerbare Energien
T GmbH and from DIF RE Erneuerbare Energien 3 GmbH 100% of the capital of six German companies that own six
wind farms in Germany.

The wind farms, with an installed capacity of 48.4 MW have an expected annual average output of approximately
84 GWh, equal to approximately 66,000 t of CO, emissions avoided. They came on stream in 2007 and have an
average incentive expiry date of 2027.

The price paid in terms of equity value amounts to EUR 14.4 million, equal to an enterprise value of approximately
EUR 40 million.

The operation’s closing happened on 2 May.

The operation, in accordance with the strategy of international growth and diversification, enables ERG to consolidate

its position in the German onshore wind power market, with installed power of 216 MW.

On 22 June ERG, through its subsidiary ERG Power Generation S.p.A., acquired from Abo Wind UK Ltd. 100% of the
share capital of the UK company Evishagaran Wind Farm Ltd (renamed ERG UK Holding), owner of the necessary
authorisations for the construction of a wind farm (35 MW) in Northern Ireland, expected to enter into operation by

2020.

On 30 June ERG Eolica Fossa del Lupo S.rl., ERG Eolica Amaroni S.r.l. and ERG Eolica Basilicata S.r.l, companies
wholly owned by ERG Power Generation S.p.A. signed a financing agreement in the form of multi-borrower non-
recourse portfolio project finance.

The three companies involved in the transaction own three wind farms, which came on stream between 2011 and
2013, located in Calabria and Basilicata for a total installed capacity of 154 MW.

Thanks to the excellent operating and financial performance of these wind farms, the transaction made it possible
to refinance the existing project financing signed between 2012 and 2014 under significantly improved economic
conditions, with a reduction in the cost of debt of over 50% with respect to the original conditions.

The financing agreement, for an amount equal to EUR 145 million and a duration of 10.5 years, was signed by Crédit
Agricole CIB Milan Branch as Coordinating & Structuring Bank and Mandated Lead Arranger, by BNP Paribas (CIB
ltalia), by ING Bank N.V. - Milan Branch as Mandated Lead Arranger and by UBI Banca S.p.A. as Mandated Lead

Arranger and Agent Bank. Crédit Agricole Carispezia acted as Account Bank.
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On 11 October ERG, through its subsidiary ERG Eolienne France S.a.s., signed with Vent d’Est S.a.s., a company of the
French Grand Est region with industrial competencies in the management and development of wind farms and strong
relationships with local communities, an agreement for the acquisition of 75% of the share capital of two companies
owning two parks for a total capacity of 16.25 MW (Parc Eolienne del Voie Sacrée S.a.s. of 12 MW, which started
operating in 2007 and Parc Eolienne d’Epense S.a.s. of 4.25 MW, which started operating in 2005). The remaining 25%
is held by Renvico France S.a.s.

The enterprise value of the acquisition, base 100%, amounted to EUR 12.9 million. The closing, subordinated inter
alia to the minority shareholders’ waiving of the right of first bid, is expected by the end of first quarter 2018. The
transaction also provides the stipulation of a co-development agreement with Vent d’Est S.a.s. for an early-stage
pipeline of approximately 300 MW of projects, also located in France, in areas where wind speeds are very high.

The agreement will then make it possible to start a greenfield co-development activity in France as well, of which ERG
will have the leadership in the technical definition of the projects and in the management of the costs.

With this acquisition, consistent with the Plan objectives of geographic diversification and growth abroad, ERG brings
its installed capacity to approximately 270 MW in France, where a plan of progressive in-sourcing of wind farm

management activities has already been launched.

Solar

On 16 November ERG, through its subsidiary Power Generation S.p.A., signed an agreement with VEI Green,
investment holding controlled by PFH S.p.A. and comprising leading Italian institutional investors, for the purchase of
100% of ForVei S.r.l, ninth largest photovoltaic operator in Italy.

ForVei, joint venture of VEI Green and Foresight established in 2011, owns and manages 30 photovoltaic plants, which
came on stream between 2010 and 2011, situated in 8 regions between northern and southern Italy, with an installed
capacity of 89 MW and annual production of approximately 136 GWh, equal to around 77 kt of CO, emissions avoided.
100% of the installed capacity benefits from incentives with average maturity until 2030.

The enterprise value of the transaction was EUR 336 million; expected annual EBITDA for 2017 was approximately
EUR 35 million. The assets are currently financed through non-recourse project financing for approximately EUR 180
million and leasing contracts for about EUR 60 million. Closing of the transaction took place on 12 January 2018
(see Significant events after the reporting period) and, therefore, the company will be fully consolidated starting from

1 January 2018.
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REGULATORY FRAMEWORK:
MAIN CHANGES

The most significant regulatory changes that characterised the energy industry in 2017 are described below.
GENERAL

Paris Agreement on climate change

The Paris Agreement, reached in December 2015, ratified last 4 October 2016 and signed by 94.4% of participating
countries the subsequent 5 October, formally became effective on 4 November 2016.

ltaly ratified the agreement on 27 October 2016. The law was published in the Official Journal of Italy on 10 November
2016.0n 1 June 2017, the United States of America withdrew the acceptance of the agreement signed by the previous

administration.

Clean Energy Package

On 30 November 2016, the European Commission published a package of regulatory measures on EU climate-energy
policy for the period following 2020 (Clean Energy Package).

The main provisions regard the revision and issue of directives and regulations on renewable energy, on energy
efficiency and on the electrical system, with the objective of providing a stable regulatory framework, necessary to
facilitate the transition towards the use of clean energy (and important for the creation of an energy union) and to
allow the EU to achieve the climatic-energy objectives for 20307, adopted in October 2014 and presented to the COP
21 of December 2015.

The provisions to be finalised also include the Commission’s guidelines on drawing up the action plans by the member
countries.

Approval of the final provisions, which should take place within 2018, envisages a co-decision process between the

European Parliament and Council of the Union. All provisions should become effective starting from 2021.

Revision of the ETS Directive
The ETS (Emissions Trading System) is considered the main mechanism in the European Union to facilitate

achievement of the objectives of reducing emissions of climate-altering gases to 2020 and 2030.

7 Reducing greenhouse gas emissions by 40% compared to 1990 levels; at least 27% improvement in energy efficiency; at least 27% of energy from
renewable sources.
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The prolonged depression of CO, prices, together with the need to adapt the system to the 2030 de-carbonization
targets, has highlighted the need for a structural revision of the system.

The European Commission therefore presented a reform proposal in 2015, aimed at regulating the fourth phase that
will cover the 2021-2030 decade; the main objective of the reform is to structurally resolve the excess supply of CO,
quotas, which led to the collapse and subsequent stagnation of the price of quotas at levels that are totally insufficient
to encourage de-carbonization.

After over two years of discussions, the Council of the Union and the European Parliament have reached an agreement
on a common text with respect to the ETS reform proposed by the EC, which is more incisive than the EC reform.

The agreement reached must now be ratified by Parliament as well as by the Council, and then published in the

Official Journal of Italy, presumably within first quarter 2018.

British referendum on the membership of European Union

On 23 June 2016, the UK voted in favour of the United Kingdom leaving the European Union, the first case of a
member state, and signing party to the Treaty of Maastricht, leaving the Union.

Once the negotiations with London - which began on 19 June 2017 - for the effective implementation of the United
Kingdom'’s exit from the European Union have been completed, the entire legal framework of the Union must be
adapted to the new situation of 27 member states.

Last 8 December 2017, an agreement was reached between the European Union and the United Kingdom on the first
phase of the separation process.

The points of convergence mainly regard the measures to protect the rights of European citizens expatriated to the
United Kingdom, the approach to the issue of the border with Northern Ireland and the method for calculating the
amount in Euro that the United Kingdom will be required to pay to the European Union, without prejudice to the
financial commitments already made on the current multi-annual budget for 2020.

The agreement allows negotiations to continue to the subsequent phase, which envisages the definition of a new

trade agreement between the United Kingdom and the European Union.

National Energy Strategy (Strategia Energetica Nazionale, SEN)

On 10 November 2017, the National Energy Strategy 2017 was presented through an inter-ministerial decree signed
by the Ministers of Economic Development and the Environment; the Decree was published on the websites of the
two Ministries on 22 November.

The objective of the Strategy, which defines the energy policy lines until 2030 by updating the similar document
published in 2013, is threefold: continuation and strengthening of the transition towards de-carbonized energy, greater
competitiveness of the energy price for Italian consumers with the aim of increasing the competitiveness of the
country in Europe, and increased security of energy supply with a simultaneous reduction in energy dependence on
foreign countries.

The 2017 SEN will constitute the basis for finalisation within 2018 of the National Energy and Climate Plan envisaged
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by the Clean Energy Package of the European Commission. In regard to the objectives set by the 2017 SEN for 2030,
it is expected that 28% of total energy consumption will be produced from renewable sources and 55% of electricity
consumption will be achieved through a substantial increase in electricity production from solar and wind sources.
The other major objectives contained in the Strategy include the intention to abandon the use of coal in electricity
generation from 2025 and replace it with a mix of gas and renewable generation, in conjunction with adaptations to
the electricity grid infrastructure and electrochemical and hydroelectric energy storage.

The SEN recognises the strategic value of repowering, in particular existing wind farms, in order to increase efficiency
and production of renewable energy, by providing enabling mechanisms such as simplification of the authorisation
process, equity contributions on investment and the use of long-term bilateral energy supply contracts (Power

Purchase Agreement - PPA).

National Strategy for Sustainable Development

(Strategia nazionale per lo sviluppo sostenibile - SNSS)

Last 2 October 2017, the Council of Ministers approved the National Strategy for Sustainable Development.

The document aims to provide the country with a common reference framework with a vision of development based
on sustainability. Therefore, five areas of intervention are envisaged: People, Planet, Prosperity, Peace, Partnership.
The Strategy, of which the SENis anintegraland coordinated part,incorporates the prior “Environmental Action Strategy
for Sustainable Development in Italy 2002-2010” and the contents of Agenda 2030 for Sustainable Development,
adopted in 2015 at the United Nations level by Heads of State and Government, in line with the Agreement reached in
2015 at the “Conference of Parties” on climate change, in Paris.

This approval is followed by a second phase, coordinated by the President of the Council, to define and quantify the
specific objectives associated with the sustainable development objectives established by the Strategy, as well as the

shared methods for their monitoring and for evaluation of the contribution of the policies adopted to achieve them.

Environment - Efficiency - Safety

On April 2017 two ltalian legislative decrees implementing European directives in the field of noise pollution were
published. The provisions will be implemented through subsequent ministerial decrees and introduce specific
guidelines on activities that cause noise pollution which have, up to now, been excluded from legislation, in particular
wind power plants, airfields, helipads, hydrosurfaces, sporting activities and disciplines and racetracks and raceways.
For wind power plants in particular, the criteria for the measurement of airborne noise emitted by wind turbines and
the containment of the corresponding noise pollution will be published.

The rules governing penalties have also been strengthened, giving the responsible body greater investigation and
inspection powers.

June 2017 saw the approval of the Legislative Decree no. 104/2017, transposing European Directive no. 52 of 2014
on the modification and simplification of Environmental Impact Assessment (EIA) procedures; the Legislative Decree

was published at the beginning of July 2017. In particular, the regulation prescribes the introduction of uniform EIA
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rules across the entire country and the consequent streamlining of the sharing out of administrative responsibilities
between the State and the Regions, with inclusion at state level of EIA procedures for projects relating to infrastructure
and to wind power plants with a total capacity exceeding 30 MW.

For modifications or extensions to existing plants, including the reconstruction or modernisation of wind power
plants, it provides for the option to request that the competent authority perform a preliminary assessment of the
project (pre-screening) in order to identify the procedures to be initiated.

Lastly, the overall timelines for the conclusion of procedures were reduced, providing for the responsibility of senior
management and the replacement of directors in the event of non-compliance.

In August, in implementation of the aforementioned Legislative Decree, the Decree of the Director of Environmental
Assessments and Authorisations of the Ministry of the Environment was published, establishing the first general
checklists, functional to pre-screening and subsequent identification of the procedure to be initiated for modifications,
extensions andtechnical adjustments of existing plants, aimed atimproving theiryield and environmental performance.
Subsequent decrees identify the checklists relating to specific types of projects. In particular, for modernisation and
repowering of wind farms, Ministerial Decree no. 48 of 5 February 2018 was issued.

In August 2017, Law 123 of 3 August 2017 was published, converting Law Decree 91 of 20 June 2017, the so-called

“Decreto Mezzogiorno”, into law, with amendments.

The provisions of the law include the alignment of national regulations on the classification of waste with European
regulations, overcoming the restrictions introduced by the previous “Competitiveness” Law of 2014. The new
classification criteria contained in EU Regulation 2017/997 become effective on 5 July 2018, in order to permit
operators to comply with the new rules.

Also in August, Presidential Decree 120/2017 on the simplified governance of management of excavation soils was
published, in implementation of the law converting Law Decree 133/2014 (so-called “Sblocca Italia”). The provision
defined the general requirements to be satisfied in order for excavation soils and rocks to be qualified, under specific
conditions, as sub-products and not as waste.

Law no. 163 of 25 October 2017 was published last November, under the 2017 European delegation.

This provision assigns to the government a number of authorisations to comply with adaptation to the national and
regulatory legislation and to the EU directives. This includes delegations for adaptation of Italian legislation to European
regulations on appliances burning gaseous fuels and personal protective equipment, as well as delegations for the

implementation of Directive 2016/2284 on the reduction of national emissions of certain atmospheric pollutants.

2017 European Law

Last November 2017, Law no. 167 of 20 November 2017 was published, which fulfils Italy’s obligations as member of
the European Union.

The law, which took effect on 12 December, encompasses various issues and contains a number of sections directly

linked to the energy sector.
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In particular, it envisages adaptation of the national legislation to the European Guidelines on government aid in favour
of the environment and energy for 2014-2020.

In implementation of this Law, a specific Ministerial Decree published at the end of December 2017 granted subsidies
to energy-intensive businesses, including tariff adjustments in other sectors in order to raise the necessary funds.
Subsidies were also implemented for companies with high consumption of natural gas.

In order to avoid excessive increases in electricity bills, the Authority for Electricity, Gas and Water postponed until
1 January 2019 the implementation of the reform on tariff components covering general costs for domestic electricity
customers.

With regard to incentives on energy from renewable sources, Legislative Decree no. 28 of 3 March 2011 was updated,
bringing the threshold value within which incentives can be provided without recourse to auctions to T MW, with the
exception of wind farms that maintain this value at 5 MW. The government was also granted the right to call auctions

with quotas open to different technologies.

“Annual Extensions Act”

Law no. 19 of 27 February 2017, converting Decree Law no. 244 of 30 December 2016, concerning the extension and
definition of terms prescribed by law (the so-called “Annual Extensions Act”), was published in February 2017.

For issues of interest, mention goes to the extension up to 31 December 2017 of the reduced taxation of fuels used
in co-generation plants such as the CCGT of Priolo; therefore, the rates identified by the Authority for Energy, reduced
by 12%, shall continue to be applied. The entry into force of the reform of general system charges for non-domestic
consumers was postponed to T January 2018, while the variable portions of general system charges will be applied to

electricity withdrawn from public grids with the obligation to connect third parties starting on 1 January 2017.

2017 Competition Law

Last August 2017, the Annual Law for the Market and Competition no. 124 of 4 August 2017 was published, and the
measure came into force on 29 August.

For the energy sector, the most important forecast is that the protected regime for the retail sale of electricity and gas
will be exceeded, starting from 1 July 2019. For electricity,

a safeguard service is introduced, regulated by the AEEGSI, through competitive procedures by territorial areas and
at conditions that encourage the transition to the free market, to ensure continuity of supply to domestic customers
and small businesses.

In this regard, in addition to a series of implementation decrees for completion of the sector’s liberalisation, the
establishment of a register of electricity vendors is envisaged, through criteria and methods established by the
Ministry of Economic Development upon proposal by the Authority for Electricity, Gas and Water.

As regards the separation of energy sales and distribution activities, the exemption for closed distribution systems
forming part of a vertically integrated undertaking from the obligation of functional separation has been adopted,

without prejudice to the need for accounting separation.
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Law converting the “Manovrina 2017” Decree Law

In June 2017, the law converting the decree law on financial matters, initiatives in favour of local entities, further
interventions for areas affected by earthquakes and measures for development, referred to informally as the
“Manovrina 2017" Decree Law, was published.

Of particular note are the modification of the parameters for the determination of ACE (Aiuto alla Crescita Economica -
Economic Growth Aid) measures for the promotion of competition in electric road transport and for infrastructure for
charging electric vehicles, as well as certain changes to the rules governing inspections and penalties for electricity

production units that benefit from incentives.

2018 Budget

At the end of December 2017, Law no. 205 of 27 December 2017 was published, known as the “Legge di Bilancio
2018".

Among the most interesting points in the provision, mention goes to revision of the rules governing penalties with
regard to incentives for renewable sources: for certain proven violations, the incentive will no longer be recovered
entirely, but will be reduced to between 20% and 80%, depending on the extent of the violation.

In the event of “voluntary disclosure” by operators who voluntarily report the violation outside of an inspection, the
above reductions are decreased by one third.

Violations that give rise to decreases in the incentive will be established by the lItalian Ministry of Economic
Development, based on elements provided by the GSE.

The law also envisages assignment of the responsibilities for waste to the Energy Authority, named ARERA and once
again guided by a board of 5 members.

Alsoconfirmedaretheincentives onindustrialinvestments as part of the Industria4.0 package: the super-amortisation/
depreciation of capital goods with the exclusion of vehicles and hyper-amortisation/depreciation, refinancing of the
“Nuova Sabatini” law for investments by SMEs in machinery, plants and equipment and the 40% tax credit for training
of personnel on digital technologies.

To cope with droughts and manage water losses in the aqueducts, a plan for water reservoirs and rehabilitation of the
aqueducts is established.

To encourage stable recruitment, employers will benefit from 50% tax relief in the first three years of an employment
contract, subject to increasing safeguards and specific conditions, from 1 January. This tax relief, which is aimed at
young people, is increased to 100% if the person has completed an alternating school-work programme or worked
through an apprenticeship with the same employer.

Extension of access to early retirement to 15 categories of jobs, borne by the government, is envisaged. The reduction
in the contribution requirements for women is also extended from 6 months to 1 year, again for a maximum of 2 years.
The time frame within which to accrue the period of employment required for “heavy” professions is extended (in
addition to 6 out of 7 years, there is also the possibility of an employment period of 7 out of 10 years).

With regard to registration tax, to establish the taxation to be applied to the deed submitted for registration,
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interpretation elements external to the deed or contained in other related legal transactions should no longer be
considered.

In the area of waste tracking and management, an extension on penalties for operations is introduced, in addition to
amnesty for non-payment of the annual fee and various administrative simplifications.

The “ecobonuses” are confirmed for 2018 as well, with changes to the incentives for boilers, as well as the benefits for
anti-seismic interventions (which can be combined with the ecobonus).

The tax calendar was also redefined: the deadline for filing the pre-compiled tax return goes to 23 July and that of the

income tax return to 31 October.

2018 Tax Decree and conversion into Law

Last October 2017, Tax Law Decree no. 148/2017 was published, related to the Economic and Financial Programming
Document. Conversion into Law and the relative publication took place the subsequent December.

The most significant provisions include extension of the Split Payment to all Public Administration subsidiaries, a
number of rules on corporate transparency, re-proposal of the elimination of tax payment demands, prohibition of
issuing 28-day telecommunications bills, new rules for earthquake zones and some facilitations for the return to Italy

after work abroad.

Energy efficiency certificates

In April 2017, Ministerial Decree of 11 January 2017 was published, which defined the energy savings objectives for
electricity and gas distribution companies for the years from 2017 to 2020, impacting the balance of demand and
supply of energy efficiency certificates (TEE).

Following the Decree, resolutions 435/2017 and 634/2017 were issued by the Italian Authority for Electricity, Gas
and Water (AEEGSI), modifying for the future a number of criteria for determination of the unit tariff contribution to
be recognised for compliant distributors as part of the TEE mechanism and updating the regulations on bilateral TEE
transactions by the Energy Market Manager (Gestore dei Mercati Energetici - GME). The modifications will apply for

years subsequent to 2017.

Increase in electricity dispatching service costs: Resolution no. 342/2016 of the Italian
Authority for Electricity, Gas and Water (AEEGSI) and subsequent measures

Significant increases in the cost of dispatching services for end customers were recorded in the second quarter of
2016 (with particular reference to the uplift price). These occurrences were studied and investigated by the government
and consumer associations, with the suspicion that several electricity operators had engaged inillegal conduct on the
energy and dispatching services markets.

On 27 June 2016, the AEEGSI published Resolution 342/2016/E/eel, through which it launched a process for the
timely adoption of prescriptive measures and/or asymmetric regulation measures and the assessment of potential

abuse on the electricity market, pursuant to Regulation (EU) no. 1227/2011 (REMIT), potentially committed in the
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recent past by several electricity market operators (including ERG Power Generation S.p.A. and ERG Hydro S.r.l.).
Following the investigation by the AEEGSI, in September 2016 communications were sent to the parties involved -
including ERG Hydro S.r.l. and ERG Power Generation Sr.l. -, via certified electronic mail, containing the results of the
assessments and the potential illegal activity detected by the Authority.

ERG Power Generation S.p.A. and ERG Hydro S.rl. submitted an appeal before the Administrative Court of Lombardy
for partial annulment of the aforementioned deeds, considering the conditions for their issuance to be non-existent.
In April 2017, the AEEGSI notified the involved companies ERG Hydro S.rl. and ERG Power Generation S.p.A. of the
resolutions issued within the scope of the procedures started with resolution no. 342/2016. The main elements of the
above-mentioned deeds are the modification of the methodology used to define the results of the assessment with
respect to that used in the communications sent to said companies in September 2016, and a specific indication of
the non-existence of unlawful behaviour pursuant to (EU) Regulation no. 1227/2011 (REMIT). Even with regard to said
provisions, the companies ERG Power Generation S.p.A. and ERG Hydro Sr.l. have appealed to the Administrative
Court of Lombardy for the annulment of the deeds.

With two subsequent resolutions approved in January and February 2018, the Authority closed the procedures
regarding the prescriptive measures for ERG Hydro S.r.l. and ERG Power Generation S.p.A. Terna is expected to
quantify the value to be returned following the two aforementioned resolutions by the end of March. It is estimated
that any economic impacts are not significant.

Lastly, in October 2017, the companies received, from the Penalties and Commitments Department of the Authority,
the notice that the penalty measure had been initiated for the behaviours that had been the subject of Resolution no.

342/2016.

Gas emergency plan - EU procurement safety

The Ministerial Decree updating the prevention action plan and emergency plan to deal with adverse events for the
natural gas system was published at the end of October 2017.

It also renewed the non-market measures to be adopted in the event of emergency, introducing new tools for balancing
of the system.

Also in October, the European Union published the new regulations on natural gas procurement safety, which became
effective on 1 November 2017.

The general objective of the regulations, based on three underlying principles - strengthening of the risk assessments,
solidarity mechanism and intensification of the information exchange - is to increase energy safety in the European
Union, reducing dependence on others for energy procurement and allowing any gas procurement crises to be

resolved more rapidly and effectively.

Electricity dispatching reform: resolution 300/2017/R/eel
In May 2017 the Authority published Resolution 300/2017/R/eel with which it initiated the first real reform of electricity

dispatching, defining criteria to enable electricity demand, ineligible production units (including those powered by
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non-programmable renewable resources) and accumulation systems to participate in the Dispatching Services
Market (MSD), albeit in the context of pilot projects.

The projects will relate to the participation in the MSD of electricity demand and of production units not eligible to
date, with accumulation systems also combined with production units in order to optimise the supply of dispatching
resources in compliance with the requirements laid down by the Network Code.

Access to the dispatching market will also be possible for aggregators of several production units and consumption
units, referred to as UVAs (eligible virtual units).

In implementation of resolution 300/2017, Terna launched two pilot projects that envisaged the creation of Eligible
Virtual Consumption Units (UVACs) and Eligible Virtual Production Units (UVAPS). The UVACs and UVAPSs respectively
aggregate several smaller consumption and production units within the same grid area; the figure of aggregator
is established separately from the dispatching user owning the consumption or production units aggregated in
the eligible virtual units. During 2019, Terna will publish further proposals for pilot projects that will envisage the

aggregation of production and consumption units within the same eligible virtual unit.

WIND POWER

ITALY

The wind power sector has already been the subject of focused measures, in addition to the inter-disciplinary
measures already discussed in the previous paragraph.

With regard to prescriptive measures pursuant to resolution 342/2016/R/eel, reference is made to the comments in

the section “General’”.

Feed-In Premium (FIP) former Green Certificates

For the purposes of determining the value of the 2017 tariff incentive (2017 FIP), the Authority disclosed, by means of
resolution 31/2017/R/EFR of 27 January 2017, the average annual value recorded in 2016 for electricity sale prices,
equal to 42.38 EUR/MWh. The value of the 2017 incentives, equal to 78% of the difference between 180 EUR/MWh
and the average annual sale price of electricity in the previous year, therefore amounts to 107.34 EUR/MWh.

In accordance with the GSE'’s (national grid operator) procedures, these incentives are disbursed by the GSE every
quarter by the second quarter following the reference quarter, in line with the current timelines for withdrawing green
certificates.

The move from the system of green certificates to the feed-in tariff was regulated by the GRIN Convention, prepared
by the GSE in April 2016.

Most operators, including ERG, submitted an appeal against the GSE for forcing operators to sign a deed that was not
envisaged under any law.

A procedure for applying for an extension of the incentive period in the event of total or partial shutdown of wind
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farms required by the national transmission network operator (Terna), which enables the reimbursement of the Green
Certificates lost as a result of the limitations, optionally using an algorithm identified by the GSE or using the final data
for Lost Wind Power Output (MPE), was inserted as part of the GSE’s “Procedure for the calculation and issue of the

incentives that have replaced Green Certificates from 2016", published in February 2017 and updated in April 2017.

Resolutions 444/2016/R/eel, 800/2016/R/eel and 419/2017/R/eel - actions on the measurement of
actual imbalances

As a result of the significant increase in dispatching costs in the second quarter of 2016 and Regulation 342/2016/R/
eel described above, on 29 July 2016 the Authority published Resolution 444/2016, which amended the criteria for
measurement of imbalances of electricity injected or withdrawn and those planned.

This regulation was amended further through resolutions 800/2016 and 419/2017, the latter published by the Authority
on 8 June 2017.

The main provisions of the latter regulation relate to the move to a new method of calculating the aggregate zonal
imbalance sign based on the energy balance of the balancing macro-zone, which also recognises transits between
the macro-zones.

The new aggregate zonal sign and the variables that make it up will initially be published on the first working day
following the date of delivery of the energy; since last 28 December, Terna reduced the publication delay of preliminary
data to 30 minutes prior to the moment of physical delivery, in line with the Authority guidelines.

The new method of calculation of the sign entered into force on 1 September 2017; from that date all units (both
production and consumption) not eligible to provide balancing services will go back to determining the imbalance
price using the single pricing system.

In order to reduce arbitrage opportunities between zonal prices within the same macro-zone, the Authority also
introduced a macro-zonal no-arbitrage consideration, which entered into force from 1 July 2017.

The same resolution 419/2017 also provided that Terna, from 2 September 2017, publish the value that the aggregate
zonal imbalance sign would have been in the period 2015-2017 by applying the new methodology and the relative

associated imbalance prices.

Regional Regulations

Attheregional level,in October 2017, the Region of Sicily published the Presidential Decree on the criteria for identifying
areas that are not suitable for the construction of wind power plants. The measure follows Regional Law 29/2015 and
the regulation implementing Regional Law 11/2010, respectively concerning landscape and environmental protection
and the penetration targets of renewable sources.

Last November 2017, the Regional Council of Campania published a Resolution concerning changes in terms of
energy authorisations; a previous measure that considered changes to plants that involve increases in size of up to
30% as “not substantial” was repealed.

The measure lists the authorisation procedures, distinguishing between plants within the scope of application of the
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EIA and interventions that affect the physical dimensions of individual appliances and the volume of the individual

structures.

FRANCE

To ensure achievement of the European target for renewable sources in 2020 and the domestic target in 2030 (40% of
renewables in the energy mix, of which 20% from wind power), at the end of October 2016 the Government published
the Long-Term Energy Plan, which defines the new interim targets for installed power for 2016-2018 and 2019-2023.
In addition to providing an indicative schedule of the auctions structured by technology, the document proposes the
goal of raising onshore installed wind power capacity to 15 GW by 2018 (from around 12 GW at the end of 2016) and
between 22 and 26 GW in 2023.

On 13 December 2016, the decree governing the move from the feed-in tariff (FIT) to a feed-in premium (FIP) was
published, based on a remuneration supplementing system plus a premium, for wind farms that submitted the
application for access to the incentives to the network operator (EDF) in 2016. The total value of the new incentive is
in line with the FIT pursuant to the aforementioned Decree dated 17 June 2014.

Wind farms that receive the incentive pursuant to the Decree dated 17 June 2014 will continue to receive a FIT for
15 years, the value of which is defined based on the year the application to purchase electricity generation was made
and updated annually according to a formula tied to the index of hourly labour cost and to the index of the generation
prices of industrial products.

In May 2017, the CRE (French Energy Authority) published the procedures for auctions for accessing the new twenty-
year FIP incentives, for onshore wind power plants made up of more than 6 wind turbines or with individual wind
turbines with capacity greater than 3 MW. The first auction session, for assignment of a volume of 500 MW and a
base auction price of 74.8 EUR/MWHh, closed on 1 December 2017, while the last auction is envisaged for T May 2020.

The aim is to use this mechanism to develop 3 GW of onshore wind capacity over the years 2017-2020.

In December 2017, the CRE (French Energy Authority) also published the procedures on multi-technological auctions
for access to the FIP for new wind and photovoltaic plants with power between 5 MW and 18 MW envisaged for
September 2018. The available amount is 200 MW and Cap and Floor amounts are envisaged for the supply,
respectively of 90 EUR/MWh and 40 EUR/MWHh.

The decree of 6 May 2017 instead regulated access to the new FIP for on-shore wind power plants made up of a
maximum of 6 aerogenerators or 3 MW of power each, that have submitted a request to EDF for access to the FIP
starting from 2017. The value of the FIT, on the basis of which the incentive component (complément de rémunération)
is calculated, depends on the diameter of the turbine rotor, as well as the annual production of the plant, which, if it

exceeds a certain production threshold (limit), incurs a reduction for the excess energy produced.

GERMANY
The “Renewable Energy Sources Act” 2016 (EEG 2017), adopted on 8 July 2016, marks a move to an auction scheme
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foraccessto the incentives, applied to all Electric Renewable Energy Plants > 750 kW, operating from 1 January 20178,
The annual auction quotas for new onshore wind capacity are 2.8 GW per year up to 2020 and 2.9 GW for subsequent
years. Inside the Grid Expansion Areas, there is a limit on the assigning of incentives through auction of new wind
power capacity equal to 58% of the annual average additional capacity installed between 2013 and 2015, established
at 902 MW/year for the years 2017, 2018 and 2019. The regions involved, as defined by the decree of 20 February
2017, cover the northern part of Northern Saxony, Bremen, Schleswig-Holstein, Hamburg and Mecklenburg-Western
Pomerania and can be redefined every two years starting from 1 January 2020.

For the three wind auctions carried out in 2017, a base auction price of 70 EUR/MWh was established, for the
assignment of onshore wind power amounting to 800 MW for the first session in May and 1,000 MW/session for
the other two auctions in August and November 2017. Almost all amounts were assigned to projects belonging to
the so-called “Citizens’ energy companies” (cooperatives) that benefited from the incentive, not envisaged for other
operators, to participate without having obtained specific authorisation in advance.

The average allotment values declined progressively during the three sessions, amounting to 38.2 EUR/MWh in the
last session of November 2017 (average allotment value in the May and August sessions equal to 571 EUR/MWh
and 42.8 EUR/MWh respectively). Contrary to the other operators who obtain the bid price based on the “pay-as-bid”
mechanism, cooperatives obtain the marginal price, or rather the maximum national tariff.

The rate that the winning plant will actually receive, however, is calculated, for all successful bidders, by the network
manager following the allotment, by applying the so-called “corrective factor” to the bid accepted in order to take
account of the specific wind conditions of the site, determined according to the “Site location quality” and the model
of turbine used.

In July 2017, the German Parliament approved certain amendments to the EEG 2017, providing, inter alia, that for the
first two sessions of 2018, in order to be able to participate in auctions, all projects, including those of cooperatives,
must have been granted environmental authorisation (BImschG, abbreviation of Bundes-Immissionsschutzgesetz,
i.e. federal pollution control act).

In light of the low allotment values achieved during the 2017 auctions, BNETZA (the German regulator for network
services) decided to raise the starting bid price for 2018, bringing it from 49 EUR/MWh envisaged by the EEG (equal
to the average of the three highest rates awarded in the three prior auctions, increased by 8%) to 63 EUR/MWh, for all
auctions that will be carried out during the year (1 February, T May, 1 August and 1 November 2018).

Moreover, from 2018, multi-technological “pilot” auctions must be planned for wind and photovoltaic technologies.
At the end of June, the Bundestag amended the law on off-shore wind energy (WindSeeG) prohibiting negative offers

to the auctions for off-shore wind.

8 The onshore wind power plants authorised by 2016 and operating within 2018 can continue to benefit from the FIP (reduced), pursuant to EEG
2014. The initial value recognised in the first 5 years of operation is 83.8 EUR/MWh, and the base value for subsequent years is 46.6 EUR/MWh,
with periodic reductions envisaged from March 2017. The maximum reduction in tariff (-2.4%) is applied from October 2017, as the wind MW
installed in the last year widely exceeded the value limit set. As an alternative to the FIR it is possible to participate in auctions (deadline for parti-
cipation 1 March 2017).
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After weeks of negotiations, the talks on forming a coalition government among the Christian-democrats (CDU/CSU),
liberals (FDP) and Green party failed at the end of November 2017.
Following a new negotiation phase in February 2018, the two main parties (SPD and CDU/CSU) signed an agreement

to form a new “Major Coalition”.

In terms of energy, the agreement envisages postponement of the target for reduction of CO, emissions by 40%, to
be achieved “as soon as possible”; an increase in the target of penetration of Renewable Energy Sources to 65% in
2030 is also proposed, through new electricity generation assigned via additional auctions to be carried out in 2019
and 2020, dedicated to onshore wind and solar (4 GW per technology). Similarly, the phase-out plan for fossil fuels will
be defined within one year.

Definitive confirmation of the agreement for definition of the new government will have to wait for the internal vote by

members of the SPD, planned for 4 March 2018.

POLAND

In May and June 2016 the Polish Parliament, on an initiative by the Ministry of Energy, approved a set of amendments

to both the Wind Turbine Investments Act (WTI Act) and the Renewable Energy Sources Act approved in 2015 (RES

Act).

The amendments, promoted by the current conservative, anti-European government, have a negative impact on the

profitability of existing plants and risk compromising further development of on-shore wind power in the country.

More specifically:

1. a prohibition from installing new turbines within set distances from buildings, forests or protected areas is
introduced;

2. taxation on real estate and similar is increased from 2017,

3. the new rules on minimum distances are not applicable to plants that have already obtained a construction
permit that are not subject to changes. Otherwise, plants that are not yet in operation must comply with the new
regulations;

4. less strict requirements are set out for the definition of dedicated co-combustion, possibly reducing the
effectiveness of the rule which halved the number of Certificates of Origin recognised to “non-dedicated” co-
combustion;

5. the principal of technological neutrality of the auctions, which was featured in the first version of the Law, is
eliminated in favour of an approach based on technology baskets;

6. higher priority is granted to renewable technologies with high load factors and waste-to-energy plants;

7. on-shore wind and photovoltaic power are located in the residual basket of “other technologies”,

8. the obligation that distributors (DSO) purchase renewable energy produced at a price equivalent to the average of
prices of the previous quarters is abolished.

The first pilot multi-technology auctions (for new installations with capacity of less than T MW) that involve the move
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from an incentive system to competitive procedures for assigning contracts for differences - CfD - were held on 30
December 2016.

At the end of September 2017, the Government announced the cancellation of all auctions planned for the year,
including the one for wind power, to which a basket of 5,175 GWh for 15 years had been dedicated (~145 MW installed).
The next auctions will probably be organised in 2018 after the entry into force of the amendment to RES Act 2015. To
this end, last December 2017, the European Commission announced approval, based on the European regulations on
state aid, of the Polish programme for renewable energies, which envisages, for plants having a capacity of over 500
kW, a premium over the wholesale price, awarded through competitive auctions.

With regard to the Certificates of Origin (CO) mechanism envisaged for renewable plants that began operating by
June 2016, an amendment introduced in August 2017 to the RES Act 2015 changed the method for calculating the
Substitution Fee (the penalty applied in case of non-compliance with the CO purchase obligation), tying its value
to the weighted annual average prices of the COs recorded the previous year, plus 25%. For the period September-
December 2017, this penalty was thus equal to 92.04 PLN/MWh (sharply lower than the value of 300.03 PLN/MWh
set previously). For the year 2018, following completion of negotiations for 2017, the penalty was set at 48.53 PLN/
MWh.

ROMANIA

At the end of December 2016 the government approved the mandatory quota for purchase and cancellation of Green

Certificates for operators selling electricity to large consumers. Said quota, at 12.15% in 2016, was reduced to 8.3%

for 2017.

Following the verification of compliance with EU rules on State aid by the European Commission, at the end of March

2017 the Romanian Government published Emergency Ordinance 24/2017 which introduced important amendments

to Law no. 220/2008. The main changes regard:

+ the lengthening of the recovery period of the GCs withheld from 1 July 2013 to 31 March 2017 (which must take
place at constant instalments through the years 2018-2025);

+ the period of validity of the GCs, which is extended to 31 March 2032 (only the GCs issued before 31 March 2017
maintain the validity of 12 months);

+ the cap and the floor between which the price of the GCs may fluctuate, set respectively at 35 EUR/MWh (from 57
EUR/MWh) and 29.4 EUR/MWh (from 27 EUR/MWh);

+ the definition of the mandatory quota, which from 2018 onwards shall be determined according to a pre-set fixed
volume of GCs on the market and a maximum average expense on the end consumer that may not exceed 11.1
EUR/MWh;

+ the creation of two “anonymous” centralised markets to trade GCs starting from September 2017: the anonymous
centralised forward market of bilateral GC contracts (PCTCV) and the anonymous centralised spot market of green

certificates (PCSCV).
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THERMOELECTRIC POWER

Essential Units pursuant to Law Decree 91/2014

On 25 May 2016 news was published on the Terna website declaring the entry into operation at 00:00 a.m. of
28 May 2016 of the Sorgente-Rizziconi connection and the ancillary works defined by resolution 521/2014. This
communication sanctioned the end of the essentiality regime envisaged by Law Decree no. 91 of 24 June 2014 for the
electricity production units located in Sicily, as governed by the aforementioned Resolution 521/14.

The AEEGSI then confirmed the situation termination by way of resolution 274/2016/R/eel, published on 27/05/2016.
Last 13 December 2016, the Authority issued resolution 741/2016/R/eel, which quantified the second instalment for
compensation to reimburse the costs in relation to the essential plants subject to the 91/14 regime for the year 2015,
authorising Terna to liquidate the amounts.

For ERG Power Generation, whose Priolo CCGT plant was considered to come under essential facilities pursuant to
Law Decree 91/2014 until 27 May 2016, the compensation advance agreed following the resolution is equal to around
68% of the balance requested.

The AEEGSI then notified resolution no. 761/2016/R/eel of 15 December 2016, through which it confirmed and
quantified the instalment relative to the 2016 financial year.

Resolution 745/2017 recognised the balance for the 2015 reintegration.

Resolution 841/2017 recognised an extraordinary advance for the 2016 reintegration application.

The amounts were paid by Terna within the deadlines.

Essential Units pursuant to Resolution 111/2006

On 28 October 2016, resolution 610/2016 was published, which includes the CCGT plant of Priolo in the list of essential
units pursuant to resolution 111/2006 for the year 2017 for a section of the plant equal to 120 MW (and according to an
essentially different regime compared to that indicated above in accordance with Law Decree 91/2014). The company
opted for the alternative regime pursuant to Art. 65-bis of resolution 111/06, which envisages that the tertiary reserve
remuneration rise through an option contract, removing the plant from the essentiality regime in energy markets

(MGP - day before market/M! - intraday market).

Closed Distribution Systems/Internal user networks

Last August 2017, the Authority published resolution no. 582/2017, which postponed the date of application of the
TISDC (testo integrato sistemi distribuzione chiusi - integrated text on closed distribution systems), in the case of
Internal user networks from 1 October 2017 to 1 January 2018, in order to align it to revision of the tariff structure of
general system charges (which, among other things, will result in the disappearance of the declining brackets) active

since 1 January 2018, as well as to the exemptions on functional unbundling envisaged by the Competition Law.
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HYDROELECTRIC

With regard to replacement rates for the “green certificates” and prescriptive measures within the meaning of
resolution 342/20174/R/eel, reference is made to the comments in the sections “General” and “Wind Power - Italy”.
On 30 December 2017, the State Property Office issued a decree adapting the measure of the coastal over-fee for
hydroelectric derivations.

This over-fee, updated every two years based on ISTAT inflation figures, is increased by 0.05 EUR/kW and 0.06
EUR/KW, respectively, for small and large offtakes. In the two-year period 2018-2019, the over-fee for large offtakes
will increase from 7.61 EUR/KW to 7.67 EUR/KW.

In the subsequent month of January 2018, the over-fee applicable to the Mountain Watersheds, payable by licensees
of major water offtakes for the production of motive power for the period 1 January 2018 - 31 December 2019, was
also adjusted.

The amount of Mountain Watershed over-fee for all offtakes of over 220 kW became 30.67 EUR/kKW.

Regional Regulations

At the level of regional regulations, in October 2015 the Umbria Region published Resolution no. 1067/2015 which
determined the increase in the value of state property rentals from 15.6 to approximately 31 EUR/kW, starting on
1 January 2016. ERG Hydro S.r.l. presented an appeal to the Higher Court of the Public Waterways (TSAP) against
that measure.

At the hearing held on 7 December 2016, the parties stated their opinions; the judge then referred the parties to the
board, scheduling the discussion hearing on 1 March 2017. During this hearing, first the issue of jurisdiction was
addressed, filed with the office by the Chairman of the Board, and then the substantive issues relevant to the illegality
of the rental increase. With its ruling submitted on 19 April 2017, the TSAP declared its lack of jurisdiction in favour
of the Regional Court of Public Waters (TRAP) of Rome before which it arranged for the continuance of the appeal.
With regard to the TSAP ruling, an appeal was filed with the Court of Cassation, currently awaiting the scheduling of

a hearing before the Court.

Impacts on the Group
With regard to possible impacts of these measures on the ERG Group for the year 2017, please refer to the following

chapters dedicated to the individual activities managed.
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BUSINESS SEGMENTS

NON-PROGRAMMABLE SOURCES

The ERG Power Generation Group operates in the Wind segment.

Wind farms consist of wind-power generators able to transform the kinetic energy of wind into mechanical energy,
which is used in turn to generate electricity. Aside from the availability of the plants, the performance expected from
each wind farm is obviously influenced by the wind speed profile of the site on which the wind farm is located.
Business performance is also influenced by the sale price of electricity, which can also vary in relation to the
geographic areas where the plants are located, and by the incentive systems for renewable energy sources, which

differ from country to country.

REFERENCE MARKET @

YEAR
2017 2016
Italian Renewables Market @ (Gwh)
Production from renewable sources @ 85,618 88,932
of which:
Hydroelectric 37,530 43,785
Geothermal 5,785 5867
Wind 17,492 17,523
Photovoltaic 24,811 21,757
Sale prices (EUR/MWh)
Reference price of electricity - Italy (baseload) 54.0 428
Feed-In Premium (former Green Certificates) - Italy 107.3 100.1
Electricity price - Central-South zone 51.6 41.6
Electricity price - South zone 49.8 40.4
Electricity price - Sicily 60.8 47.6
Electricity price - Sardinia 51.5 41.6
Average unit value of sale of ERG energy - in Italy ® 1471 139.0
Feed-In Tariff - Germany © 91.7 92.6
Feed-In Tariff - France © 88.3 88.7
Feed-In Tariff - Bulgaria © 81.9 84.0
Electricity price - Poland 36.5 334
Certificate of origin price - Poland 8.5 10.8
Electricity price - Romania ) 28.7 27.3
Green Certificate price - Romania © 29.0 295
(1) estimated output for December
(2) source: Terna S.p.A. monthly report on the electrical system. Estimated data, subject to correction
(3) sources considered: hydroelectric, geothermal, wind power and photovoltaic
(4) Single National Price - Source: GME S.p.A.
(5) the average value in ltaly does not consider the Feed in Tariff of EUR 123.8/MWh acknowledged to the Palazzo S. Gervasio plant
(6) the values of the Feed-In Tariff abroad refer to the prices obtained by the wind farms
(7) the Romania price of electricity refers to the price fixed by the company via bilateral agreements
(8) price referred to the unit value of the green certificate (the number of green certificates recognised and the timeline are discussed in the section describing the scenario

in Romania)
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Market scenario in Italy

In 2017, 32% of (net) domestic electricity output of 213,108 GWh (+3.6%) was covered by renewable sources. In
particular, 14% of the output derives from hydroelectric power, 6% from wind farms, 10% from photovoltaic plants and
2% from geothermal sources.

Compared to 2016, photovoltaic generation grew (+13%), while hydroelectric power generation declined (-12%) as did

wind (-7%) and geothermal power generation (-2%).

Regulatory scenario

Italy

In Italy, for plants powered by renewable sources in operation no later than 2012° and entitled to receive Green
Certificates (GCs), the incentive system calls for the conversion of these certificates into a feed-in premium (FIP)
starting from 2016 and for the residual period of entitlement to incentives. With regard to the value of the FIP for 2017,
the Authority disclosed by means of resolution 31/2017/R/EFR dated 27 January 2017, the average annual value
recorded in 2016 for the electric power sales prices for incentive purposes, amounting to 42.38 EUR/MWh. Therefore,
the value of the 2017 incentives, equal to 78% of the difference between 180 EUR/MWh and the average annual sale
price of electricity in the previous year'?, amounts to 107.34 EUR/MWh.

Pursuant to Ministerial Decree of 6 July 2012, wind plants with more than 5 MW capacity built from 2013 onwards
(starting operations after April 2013) instead shall gain access to the incentives by participating in a Dutch auction.

The Ministerial Decree of 23 June 2016 regulated the auctions that were held in 2016.

With regard to the rules on imbalances, with resolution 419/2017 of 8 June 2017, the Authority for Energy ordered a
revision of the procedures for calculating the current aggregate zonal imbalance sign based on the energy balance
of the macro-zone; this new method of calculation came into force on 1 September 2017. From that date, the ‘single
price’ procedures for the setting of the imbalance price for all units not eligible (both production and consumption)
entered back into force. The Authority also introduced a macro-zonal no-arbitrage consideration in order to put a stop

to any arbitration between zonal prices within the same macro-zone.

In April 2017, the AEEGSI notified the involved companies ERG Hydro S.rl. and ERG Power Generation S.p.A. of the
resolutions issued within the scope of the procedures started with resolution no. 342/2016 for the timely adoption
of prescriptive and/or asymmetrical regulation measures and the assessment of potential abuses in the electricity
wholesale market in accordance with Regulation (EU) no. 1227/2011 (REMIT), potentially committed in the recent
past by some electric market operators (including ERG Power Generation S.p.A. and ERG Hydro S.r.l). The main

elements of the above-mentioned deeds are the modification of the methodology used to define the results of the

9 There is a transitional period until 30 April 2013, for plants already authorised no later than 11 July 2012.
10 Electricity sale price defined by the Italian Authority for Electricity and Gas implementing Article 13, paragraph 3, of Italian Legislative Decree no.
387 of 29 December 2003.
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assessment with respect to that used in the communications sent to said companies in September 2016, and a
specific indication of the non-existence of unlawful behaviour pursuant to (EU) Regulation no. 1227/2011 (REMIT).
With the two subsequent resolutions approved in January and February 2018, the Authority closed the procedures
regarding the prescriptive measures for ERG Hydro Sr.l. and ERG Power Generation S.p.A. Terna is expected to
quantify the value to be returned following the two aforementioned resolutions by the end of February. It is estimated

that any economic impacts are not significant.

Germany

The incentive system for wind power in Germany is of the feed-in tariff/feed-in premium type, based on the date of

the plant’s entry into operation:

+ plants that entered into operation by July 2014 access FIT tariffs and, on an optional basis, FIP tariffs plus a
management premium (EEG 2012);

+ plants that entered into operation from August 2014 to December 2016 may benefit exclusively from a FIP tariff
pursuant to EEG 2014,

+ plants that entered into operation from 2017 onwards access FIP incentives through Dutch auctions pursuant to

EEG 2017.

For wind power plants authorised by the end of 2016 and in operation by 2018, a transition period is provided for, in
which it is possible to continue to benefit from the tariffs set out in the EEG 2014"" of declining value in relation to the
actual new power installed during the period.

The tariff in force at 1 January 2017 for plants covered by the transitional rules is 83.8 EUR/MWHh for the first five years
of operation, and 46.6 EUR/MWh for the following 15 years. Application of the maximum tariff prescribed for the first
5 years can be extended to the remaining period: the extension varies according to the ratio between the actual hours
of operation of the plant and the reference hours (i.e. 3,300 hours)'.

For plants that access the auction system, the 20-year incentive is equal to the FIP awarded, corrected by applying
an adjustment factor specific to the plant, based on the actual wind strength of the site (Reference Revenue Model),
which can be revised every 5 years based on the plant’s actual yield in the previous 5 years of operation. The starting
bid price for wind power auctions for 2017 is 70 EUR/MWHh, for a total amount of 2,800 MW.

During the three sessions in 2017, the average allotment values declined progressively, amounting to 38.2 EUR/
MWh in the last session of November 2017 (average allotment value in the May and August sessions equal to 57.1
EUR/MWh and 42.8 EUR/MWh, respectively). Contrary to the other operators who obtain the bid price based on

the “pay-as-bid” mechanism, cooperatives obtain the marginal price, or rather the maximum national tariff, Citizens

11 Inthis regard the BNetzA announced that: (i) 8,365 MW of new wind capacity should start operations between 2017 and 2018 (5,000 MW in 2017
and 3,365 MW in 2018), accessing the FIP in accordance with the 2014 EEG; (i) 475 MW of capacity, which would have been entitled to access
the FIP under the 2014 EEG, instead opted to participate in the auctions to be held in 2017-2018.

12 The ratio between actual hours of operation of the plant and the reference hours (amounting to 3,300 hours) fluctuates between a minimum value
of 80% (below which the maximum tariff shall be applied to the entire duration of the incentive period) and 150% (above which the maximum tariff
shall be applied only in the first 5 years).
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Energy Companies (cooperatives) obtain the marginal national price and, given their exemption from the obligation of
having obtained authorisation prior to the auction, achieved almost all of the amounts envisaged.

In July 2017, the German Parliament approved certain amendments to the EEG 2017, providing, inter alia, that, from
2018, in order to be able to participate in auctions, projects of the cooperatives must have been granted environmental
authorisation (BlImschG, abbreviation of Bundes-Immissionsschutzgesetz, federal pollution control act).

In light of the low allotment values achieved during the 2017 auctions, BNETZA (the German regulator for network
services) decided to raise the starting bid price for 2018, bringing it from 49 EUR/MWh envisaged by the EEG (equal
to the average of the three highest rates awarded in the three prior auctions, increased by 8%) to 63 EUR/MWh, for all
auctions that will be carried out during 2018 (1 February, T May, 1 August and 1 November 2018).

Four auctions will be held in 2018 and 2019 (1 February, 1 May, 1 August and 1 October), for a total of 2,800 MW/year,
and three in 2020 (1 February, T June and 1 October), for a total of 2,900 MW/year envisaged also for subsequent
years. Moreover, between 2018 and 2020, multi-technological auctions are also planned for on-shore wind power and
photovoltaic, for a total amount of power of 400 MW. The assigned volumes shall be deducted from the respective
annual amount reserved to the specific technology. The objective is to reach a portion of renewable energy sources

of 40-45% by 2025, of 55-60% by 2035, and of 80% by 2050.

France

The incentive system for on-shore wind power is of the feed-in tariff (FIT) type, governed by the Decree of 17 June
2014, for plants that stipulated the application to purchase electricity generation by December 2015, and of the FIP type
plus a premium (with a total value in line with the FIT pursuant to Decree dated 17 June 2014), for plants that finalised
or submitted the application to purchase electricity generation in 2016, pursuant to the Decree of 13 December 2016.
The feed-in tariff (FIT) pursuant to Decree dated 17 June 2014 is disbursed for 15 years and is defined based on the
year the application to purchase electricity production was made, updated annually according to a formula tied to the
index of hourly labour cost and to the index of the production prices of industrial products. After 10 years of operation,
the tariff, determined based on the year the application was made, will be reduced for the subsequent 5 years of
the incentive based on the wind farm’s actual load factor if the annual number of hours of operation exceed 2,400
(otherwise, the initial tariff will also be confirmed for the subsequent 5 years of operation).

The system of FIP plus premium introduced with the decree of 13 December 2016 (which is applied to plants
with acquisition application finalised or filed in 2016) comprises multiple components: the incentive component
(complément de rémunération), calculated as the difference between the current FIT (amounting to approximately
81 EUR/MWh) and the average monthly price of energy weighted on the national wind power profile, plus the
management premium of 2.8 EUR/MWh, to cover the costs for managing the sale of energy. The total value of that
incentive is in line with the FIT pursuant to the Decree of 17 June 2014.

In May 2017, the CRE (French Energy Authority) published the procedures for the Dutch auction system for accessing
the new twenty-year FIP incentives for on-shore wind power plants made up of more than 6 wind turbines or individual

wind turbines with capacity greater than 3 MW each. The first auction session took place on T December 2017 with a
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quota of 500 MW and a starting bid of 74.8 EUR/MWh, while the last auction is scheduled for T June 2020. The aim is
to use this mechanism to develop 3 GW of on-shore wind capacity over the years 2017-2020.

In December 2017, the CRE (French Energy Authority) also published the procedures on multi-technological auctions
for access to the FIP for new wind and photovoltaic plants with power between 5 MW and 18 MW envisaged for
September 2018. The available amount is 200 MW and Cap and Floor amounts are envisaged for the supply,
respectively of 90 EUR/MWh and 40 EUR/MWHh.

The decree of 6 May 2017 instead regulated access to the new FIP for on-shore wind power plants made up of a
maximum of 6 wind turbines with up to a maximum of 3 MW of power each, that have submitted a request to EDF for
access tothe FIP starting from 2017. The value of the FIT, on the basis of which the incentive component (complément
de rémunération) is calculated, depends on the diameter of the turbine rotor, as well as the annual production of the
plant, which, if it exceeds a certain production threshold (limit), incurs a reduction for the excess energy produced.
As regards the climate objectives, the energy transition law of July 2015 set ambitious targets for the reduction of
emissions (-40% by 2030 compared with 1990), reduction of fossil fuel consumption (-30% by 2030 compared with
2012), reduction of energy consumption (-30% by 2030 and -50% by 2050, compared with 2012), reduction of nuclear
energy generation (-50% by 2025) and increase in renewable energies, which were then confirmed in October 2016.
The targets for growth in on-shore wind power are as follows: 15 GW by 2018 and between 22 to 26 GW by 2023 (from
the current 11 GW of installed wind power). Off-shore wind power should reach 3,000 MW by 2023, while photovoltaic
power should rise from 6,200 MW to 18,200 MW or 20,200 MW, again by 2023. Based on these growth targets, France

thus aims to reach 2030 with a total installed capacity from renewable sources of 175 GW.

Bulgaria

For on-shore wind farms, current regulations prescribe a feed-in tariff (FIT) in brackets based on hours of operation,
which is constant in nominal terms. The duration of the incentive varies based on the date of entry into operation, and
can be equal to 12 years (Hrabrovo plant) or 15 years (Tcherga plant). In particular, below the first bracket (on average
equal to approximately 2200 equivalent hours of operation annually), the FIT recognised amounts to approximately
97 EUR/MWh, while the changes to legislation significantly reduced revenues for higher production levels. These
legislative amendments are currently the subject of an appeal by renewable source producers.

On 2 March 2015 an amendment was approved to the legislation which does not permit new plants to access the
incentive system. This measure, which has no retroactive effects, is justified by having achieved the 2020 objectives

already in 20183.

Romania

At the end of December 2016 the government approved the mandatory quota for purchase and cancellation of Green
Certificates for operators selling electricity to large consumers. This quota, at 12.15% in 2016, was reduced to 8.3%
for 2017.

Following the verification of compliance with EU rules on State aid by the European Commission, at the end of March
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2017 the Romanian Government published Emergency Ordinance 24/2017 which introduced important amendments

to Law no. 220/2008. The main changes regard:

- the lengthening of the recovery period of the GCs withheld from 1 July 2013 to 31 March 2017 (which must take
place at constant instalments through the years 2018-2025);

- the period of validity of the GCs, which is extended to 31 March 2032 (only the GCs issued before 31 March 2017
maintain the validity of 12 months);

- the cap and the floor between which the price of the GCs may fluctuate, set respectively at 35 EUR/MWh (from
57 EUR/MWh) and 29.4 EUR/MWh (from 27 EUR/MWh);

+ the definition of the mandatory quota, which from 2018 onwards shall be determined according to a pre-set fixed
volume of GCs on the market and a maximum average expense on the end consumer that may not exceed 11.1
EUR/MWHh;

+ the creation of two “anonymous” centralised markets to trade GCs starting from September 2017: the anonymous
centralised forward market of bilateral GC contracts (PCTCV) and the anonymous centralised spot market of green

certificates (PCSCV).

Poland

In May and June 2016 the Polish Parliament, on an initiative by the Ministry of Energy, approved a set of amendments

to both the Wind Turbine Investments Act (WTI Act) and the Renewable Energy Sources Act approved in 2015 (RES Act).

The amendments, promoted by the current conservative, anti-European government, have a negative impact on the

profitability of existing plants and risk compromising further development of on-shore wind power in the country.

More specifically:

1. a prohibition from installing new turbines within set distances from buildings, forests or protected areas is
introduced;

2. taxation on real estate and similar is increased from 2017,

3. the new rules on minimum distances are not applicable to plants that have already obtained a construction
permit that are not subject to changes. Otherwise, plants that are not yet in operation must comply with the new
regulations;

4. less strict requirements are set out for the definition of dedicated co-combustion, possibly reducing the
effectiveness of the rule which halved the number of Certificates of Origin recognised to “non-dedicated” co-
combustion;

5. the principal of technological neutrality of the auctions, which was featured in the first version of the Law, is
eliminated in favour of an approach based on technology baskets;

6. higher priority is granted to renewable technologies with high load factors and waste-to-energy plants;

7. on-shore wind and photovoltaic power are located in the residual basket of “other technologies”,

8. the obligation that distributors (DSO) purchase renewable energy produced at a price equivalent to the average of

prices of the previous quarters is abolished.
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The first pilot multi-technology auctions (for new installations with capacity of less than T MW) that involve the move
from an incentive system to competitive procedures for assigning contracts for differences - CfD - were held on 30
December 2016.

At the end of September 2017, the Government announced the cancellation of all auctions planned for the year,
including the one for wind power, to which a basket of 5,175 GWh for 15 years had been dedicated (corresponding to
approximately 145 MW installed).

The next auctions will probably be organised in 2018 after the entry into force of the amendment to RES Act 2015. To
this end, last December 2017 the European Commission announced approval, based on the European regulations on
state aid, of the Polish programme for renewable energies, which envisages, for plants having a capacity of over 500
kW, a premium over the wholesale price, awarded through competitive auctions.

With regard to the Certificates of Origin (CO) mechanism envisaged for renewable plants that began operating by
June 2016, an amendment introduced in August 2017 to the RES Act 2015 changed the method for calculating the
Substitution Fee (the penalty applied in case of non-compliance with the CO purchase obligation), tying its value to the
weighted annual average prices of the COs recorded the previous year, plus 25%. For the period September-December
2017, this penalty was thus equal to 92.04 PLN/MWh (sharply lower than the value of 300.03 PLN/MWh set previously).
For the year 2018, following completion of negotiations for 2017, the penalty was set at 48.53 PLN/MWh.

United Kingdom

The incentive system in the United Kingdom is currently based on two systems:

- RO (Renewable Obligation - the certificates granted are ROC), with annual mandatory quotas of electricity
consumption, defined year by year based on (i) the expected output from Renewable Energy Sources (plus 10%
headroom) and (i) the expected electricity consumption, with the goal of keeping the market balanced/short. The
quota calculated for the period April 2017 - March 2018 amounts to 40.9% for Great Britain and 16.7% for Northern
Ireland. The incentive is recognised for 20 years. As a result of the approval of the new Energy Bill in 2016, access
to this system is substantially prescribed for the plants planned no later than 31 March 2016 and completed no
later than 31 March 2017. Grace periods are recognised if any construction delays are not directly caused by the
producer;

+ CfD - for new, renewable source plants, a CfD incentive is recognised, awarded through multi-technological Dutch
auctions. The incentive is recognised for 15 years (inflated).

In October 2017, the Government approved the document on Clean Growth Strategy, the strategy whereby the British

Government promotes a new era of green economic growth, supported by the largest increase in public expenditures

of the last three decades (2.5 billion Pounds to support innovation with low carbon emissions from 2015 to 2021).

The Clean Growth Strategy regulates the extension of the tenders for the CfD which, however, do not provide onshore

amounts except for projects “on remote Scottish islands”.
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Highlights of recurring performance items

YEAR
INCOME STATEMENT DATA 2017 2016
Revenues from ordinary operations 445 423
Recurring EBITDA ™ 316 308
Amortisation, depreciation and write-downs (158) (161)
Recurring EBIT™ 158 147
Capital expenditures on tangible and intangible fixed assets 35 44
EBITDA Margin % @ 71% 73%

(1) notincluding non-recurring items indicated in the section "Alternative performance indicators”, to which reference should be made for further details
(2) recurring EBITDA over revenues from ordinary operations

The breakdown of recurring EBITDA between the various geographic areas of the Wind business was as follows:

YEAR

RECURRING EBITDA 2017 2016
Italy 241 235
Abroad 76 72
of which

Germany 25 18

France 30 32

Bulgaria 6 8

Romania 8

Poland 5 6

UK 2 (0)
Total 316 308

The consolidated revenues recorded in 2017 from non-programmable sources were affected by the lower output in
ltaly (-56%) compared to the previous year, although offset by a better price scenario net of the effects of hedges.
During the period, the incentivised period ended for some wind farms in Italy, so approximately 214 MW (equivalent
to 260 GWh of output, for a theoretical economic value of EUR 28 million) no longer benefited from the replacement
incentive; however, in the period said wind farms benefited from the extension regime through reimbursement of the
missed wind power generation of previous years for an amount of EUR 10.2 million.

Concerning sale prices in 2017, for ERG in Italy the average unit revenue of wind output and related sales, considering
the energy sale value and the value of the incentives (former green certificates), amounted to 1471 EUR/MWh, up
compared to the value of 139.0 EUR/MWh of the first nine months of 2016.

Thisincrease is tied to the marked rise of energy sale prices observed in the various geographic areas (for ERG, mainly
in the islands and in the South), to energy management actions on organised energy markets and to the rise in the
value of the incentives (former green certificates) from 100.1 EUR/MWh to 107.3 EUR/MWHh. In fact, as from 2016, the
reference value of the incentives (former green certificates) is calculated on the basis of the prices of energy for the
previous year (see Tariff scenario section). Consequently, in contrast to what took place in the past, changes of the
level of the energy prices are no longer partially offset (78%) in the prices of the incentive acknowledged in the year,

but have an impact on the value of the incentive for the subsequent year.
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Sales by foreign farms were specifically concentrated in France and Germany, whose average unit revenues were
88.3 EUR/MWh and 91.7 EUR/MWHh, respectively, and to a lesser extent in Bulgaria, Romania and Poland, and
starting from the fourth quarter of 2017, in Northern Ireland. The contribution to the output of wind farms abroad was
approximately 1,496 GWh (+17%).

The recurring EBITDA in 2017 totalled EUR 316 million, up slightly compared to the values recorded in the previous
year (EUR 308 million), for the reasons referenced above, as well as for the lower operating costs as a result of the
higher efficiency made possible by closer control over them, thanks also to the new organisational structure.

The EBITDA Margin totalled 71%, at a high absolute value, albeit in slight decline relative to 73% recorded in the 2016,
mainly due to the reduction of the volumes by effect of the weaker wind conditions observed in Italy in 2017 compared
to the values of the previous year, as well as the phase out of the incentives of some wind farms, commented on

above, partly offset by the contribution of the wind farms acquired in Germany.

YEAR
INSTALLED POWER (Mw) 2017 2016
Italy 1,093 1,094
of which
Campania 247 247
Calabria 120 120
Puglia 249 249
Molise 79 79
Basilicata 89 89
Sicily 198 198
Sardinia 111 111
Other - 2
Abroad 722 626
of which
Germany 216 168
France 252 252
Poland 82 82
Bulgaria 54 54
Romania 70 70
UK 48 -
Total installed power at period end " 1,814 1,720

(1) power of plants in operation at period end

The installed power at 31 December 2017, amounting to 1,814 MW, increased by 94 MW compared to 31 December
2016, following the start of operations at the wind farm in Northern Ireland (47.5 MW), the acquisition of 6 wind farms

in Germany (48.4 MW) and the disposal of two non-operational farms in Northern Italy (1.6 MW).
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YEAR
GENERATION (GWh) 2017 2016
Italy 2,117 2,220
of which
Campania 489 502
Calabria 238 256
Puglia 531 529
Molise 167 167
Basilicata 183 790
Sicily 299 342
Sardinia 209 233
Abroad 1,496 1,281
of which
Germany 369 240
France 491 499
Poland 248 213
Bulgaria 157 148
Romania 201 181
UK 29 n.a.
Total wind farm output 3,613 3,501

In 2017, the electricity output from wind power amounted to 3,613 GWh, up compared to 2016 (3,501 GWh), with the
output declining by approximately 5% in Italy (from 2,220 GWh to 2,117 GWh) and increasing by 17% abroad (from
1,281 GWh to 1,496 GWHh).

The decline of output in Italy (-103 GWh) is tied to weak wind conditions compared to the usual seasonal values and
lower than those recorded in 2016. With regard to abroad, the increase of 215 GWh is attributable to the contribution
of the German plants (DIF) acquired during the period, in addition to good production levels in Poland and Romania,

and to the contribution of the new plant built in Northern Ireland.

The following table shows wind farm load factors by main geographic area; the figure, estimated taking into account
the actual start of operations of the wind farms in individual years, provides a measure of the level of generation of the
various farms in relative terms, and it is influenced not only by the characteristics of the farm and the wind conditions
in the period considered, but also by the level of availability of the plants and any limitations on the energy transport

networks.
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YEAR
LOAD FACTOR % 2017 2016
Italy 22% 23%
of which
Campania 23% 23%
Calabria 23% 24%
Puglia 24% 24%
Molise 24% 24%
Basilicata 24% 24%
Sicily 17% 20%
Sardinia 21% 24%
Abroad 25% 23%
of which
Germany 19% 16%
France 22% 23%
Poland 35% 30%
Bulgaria 33% 31%
Romania 33% 29%
UK n.s. n.a.
Load factor " 23% 23%

(1) actual output in relation to maximum theoretical output (calculated taking into account the actual date of initial operation of each individual wind farm)

In 2017, the overall load factor, equal to 23%, was in line with the 2016 value, with a slight decline from 23% to 22% in
ltaly, offset by an increase from 23% to 25% abroad.
The above figures do not include the data on the plants in Northern Ireland, as they are not very representative,

following the gradual start of operation of the 47.5 MW plant in the fourth quarter.
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PROGRAMMABLE SOURCES

Reference market

YEAR

ITALIAN ELECTRICITY MARKET @ (Gwh) 2017 2016
Demand 320,437 314,261
Pumping consumption 2,441 2,468
Import/Export 37,760 37,026
Internal generation® 285,118 279,703
of which

Thermoelectric 799,500 190,771

Hydroelectric 37,530 43,785

Other renewables 48,088 45,147
SALE PRICES (EUR/MWh)
PUN® 54.0 42.8
Sicily zone price (baseload) 60.8 476
North Center zone price (peak) 63.5 47.6

(1) source: Terna S.p.A. monthly report on the electrical system. Estimated data, subject to correction
(2) output net of consumption for auxiliary services
(3) Single National Price. Source: GME S.p.A.

Market scenario in Italy

Demand for electricity from the Italian electricity system in 2017 amounted to 320.4 TWh, up (+2.0%) compared to the
values recorded in 2016. With regard to Sicily, a region in which ERG is present with its CCGT plant, a requirement of
around 19.1 TWh was registered in 2017, up (+1.1%) compared to 2016, while in the group of regions including Abruzzo-
Lazio-Marche-Molise-Umbria, where ERG was active at the end of 2015 with its hydroelectric plants, the request for
electricity came to 44.8 TWh (+2.6%).

In the same period, net internal electricity generation amounted to 285.1 TWh, up by 1.9% compared to 2016, whilst the
net balance of trading with foreign countries recorded net imports of 37.8 TWh (+2.8% compared to 2016). Some 70%
of (net) domestic production was guaranteed by thermoelectric power plants and the remaining 30% by renewable

sources. Compared to the previous year, thermoelectric output grew (+5%) whilst hydroelectric output declined (-14%).

The average PUN (Single National Price) in 2017 was 54.0 EUR/MWHh, up by 26% compared to 2016 (42.8 EUR/MWHh).
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Regulatory framework

+ Thermoelectric: the Mucchetti amendment
The period for application of the regulation on Essential Units pursuant to Law Decree 91/2014 and the resolution
521/2014 as amended, ended on 27 May 2016 following the commissioning of the aforementioned doubling
of the Rizziconi-Sorgente power line. In the month of July 2016, the balance of the 2015 reintegration was thus
requested in accordance with Article 65.28 of the 111/06 resolution; in September 2016 the advance payment of
the reintegration price for the first quarter was requested, in accordance with Article 3.1, Letter aa.2) of Resolution
no. 521/2014, as amended by Resolution no. 496/2015. On 30 December 2016, approximately EUR 28 million had
been collected as an additional advance on 2015 and approximately EUR 18 million as an advance on 2016, while
approximately EUR 26 million still remained to be collected.
In October 2017 the Authority initiated the preliminary investigation on fixed cost pertaining to the request for
reintegration for the year 2015. The investigation was completed with resolution 745/2017: at the end of November
2017, the final balance pertaining to 2015 was collected (approximately EUR 12.6 million).
Also in October 2017, Terna carried out the preliminary investigation on the contribution margin of the request for
reintegration (balance) accrued in 2016; with resolution 841/2017, the ARERA resolved an extraordinary advance for
the UESSE pursuant to Law Decree 91/2014 with regard to 2016. The company collected this advance at the end
of December 2017 (9 M/EUR of the residual 12.9 M/EUR).
The residual 2016 reintegration shall be collected in 2018.

+ RIU Internal user networks (IUN)

For operators that own “closed distribution systems’, which include the “internal user network” (RIU) in Priolo,
the Authority for Electricity, Gas and Water published Resolution 539/2015, which introduces the need to adopt
accounting and functional separation of distribution activities from those of sale of electricity within the RIU (so-
called “unbundling”). With the subsequent resolution 788/2016, the Authority has provided for the extension of the
new regulations to 1 October 2017. With resolution 582/2017, the AEEGSI further postponed the entry into force of
the new RIU regulations as at 1 January 2018, in order to align the aforesaid reform with the entry into force of the
reform of the structure of the general system costs.

Lastly, Article 1 Paragraph 91 of Law 124/2017 (“2017 Competition Law") prescribes that functional separation
rules do not apply to the operators of closed distribution Systems (which includes the RIU); only the accounting
separation rules apply to the aforesaid operators. The Authority initiated a process to implement the provisions of

the aforesaid law (resolution no. 613/2017 of 7 September 2017).

+ Hydroelectric: concession fees
The Regional Council of the Umbria Regional Authority, by means of resolution no. 1067 dated 22 September 2015,

took steps to re-calculate the concession fees for large water offtakes for hydroelectric purposes. The new unit
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tariff of EUR 31.02/kW of nominal concession power per module, which applies as from 1 January 2016, comes to
double that in force until 31 December 2015. In December 2015, ERG Hydro S.r.l. presented an appeal to the Higher
Court of the Public Waterways in Rome, to request the cancellation of the afore-mentioned resolution. The results

for the period prudently reflect the aforementioned increase.

+ Stability Law no. 208/2015
By means of the approval of Italian Stability Law no. 208/2015, new regulations were launched, as from 1 January
2016, for the determination of the cadastral income of the real estate property units used for generation purposes.
Specifically, in Article 1, Paragraphs 21-24, the 2016 Stability Law prescribes that for electricity generation plants,
system components are no longer subject to taxation, with a consequent positive impact in terms of lower tax

costs.

Remarks on the period performance highlights

The ERG Group is present in a differentiated manner in the sector of programmable sources and, in particular, it

operates:

+ in the hydroelectric sector: through the equity investment in ERG Hydro S.r.l, owner of the Terni Hydroelectric
Complex (527 MW), including a system of programmable and flexible plants located in central Italy; these plants are
used within the scope of the related hydroelectric concessions that will expire at the end of 2029;

+ inthe thermoelectric sector: via the investment in ERG Power S.r.I., owner of the CCGT high output, high efficiency,

low emission, highly modulable and flexible co-generation plant (480 MW).

Summary of the period performance highlights
The tables which follow show the results of the programmable sources, while in the following sections the results of

the thermoelectric and hydroelectric sectors are commented on separately.

INCOME STATEMENT DATA YEAR
(EUR millions) 2017 2016
Revenues from ordinary operations 610 601
Recurring EBITDA®™ 172 161
Amortisation, depreciation and write-downs (89) (88)
Recurring EBIT" 83 73
Capital expenditures on tangible and intangible fixed assets 16 13
EBITDA Margin % 28% 27%

(1) the figures shown here do not include the non-recurring items indicated in the section “Alternative performance indicators,” to which reference should be made for further
details



ERG Power Generation ANNUAL REPORT AS AT 31

Thermoelectric

INCOME STATEMENT DATA

DECEMBER 2017

YEAR
(EUR millions) 2017 2016
Revenues from ordinary operations 473 479
Recurring EBITDA (™ 78 77
Amortisation, depreciation and write-downs (31) (30)
Recurring EBIT ™ 48 47
Capital expenditures on tangible and intangible fixed assets 10 10
EBITDA Margin % 17% 16%
Total output by thermoelectric plants (GWh) 2,453 2,693

(1) the figures shown here do not include the non-recurring items indicated in the section “Alternative performance indicators,” to which reference should be made for further
details

In 2017, ERG Power’s net electricity generation was 2,453 GWh, down compared to the same period in 2016 (2,693
GWh), also as a result of the changes made to the pertinent regulatory system. It should be pointed out that the
period no longer benefited from the “reintegration consideration” due until the entry into force of the Essential Units
regulations, which ended on 27 May 2016, whilst in the same period of last year it did benefit from it, by approximately
EUR 31 million.

These impacts, at the revenue level, were mitigated by the significant general rise of electricity sale prices.

The net supply of steam to captive customers of the petrochemical site of Priolo Gargallo for 737 thousand tons
declined slightly (-2%) compared to 752 thousand tons in 2016. Approximately a quarter of ERG Power’s energy output
was allocated to cover the requirements of the Priolo industrial site, where energy also includes the net supply of

steam.

The recurring EBITDA in 2017 amounted to EUR 78 million (EUR 77 million recorded in 2016), higher than expectations
and than the 2016 amounts, which had even benefited from the former UESSE reintegration consideration for
approximately 31 million. This significant result is due to appreciation of the value of the Energy Efficiency Certificates
held by the CCGT as a high efficiency co-generating plant, of which approximately EUR 11 million relate to the higher
value of the Energy Efficiency Certificates (TEE) accrued in the previous year and collected in 2017, as well as by the
increase in the margin (Spark spread) as a result of the higher rise of sale prices compared to the cost of gas, as well
as by the improved performance of ERG Power’'s CCGT plant and the industrial efficiency-boosting actions carried

out during the period.
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Hydroelectric
The contribution of the hydroelectric assets to the results of programmable sources is shown below, considering that
in July 2016 ERG Power Generation S.p.A. became a market operator and user of dispatching of the main plants of

ERG Hydro S.r.l.

INCOME STATEMENT DATA YEAR
(EUR millions) 2017 2016
Revenues from ordinary operations 137 122
Recurring EBITDA® 94 84
Amortisation, depreciation and write-downs (58) (58)
Recurring EBIT 35 26
Capital expenditures on tangible and intangible fixed assets 6 4
EBITDA MARGIN % 69% 68%
Total output from hydroelectric plants (GWh) 1.144 1.358

(1) the figures shown here do not include the non-recurring items indicated in the section “Alternative performance indicators,” to which reference should be made for further
details

In 2017, revenues, amounting to EUR 137 million, refer mainly to sales of electricity for EUR 68 million, to revenues
from the feed-in premium (former green certificates) amounting to EUR 64 million, of which approximately EUR 8
million relating to the recovery of previous incentives as a result of the repeal of the revocation of the IAFR qualification
mainly of the Sigillo plant (5 MW), in addition to revenues of MSD amounting to EUR 6 million.

The costs, amounting in total to EUR 43 million, are essentially attributable to concession fees, personnel costs,
insurance payments and costs for services.

The EBITDA for 2017 was EUR 94 million (EUR 84 million in 2016).

The average sales prices reflect both the sales price of the electricity, higher than the single national price due to the
zonal price trends observed in the central/northern part of Italy during the year, in addition to the modulation of the
plants, as well as the value of the feed-in premium (former green certificate), acknowledged on a portion equal to
around 40% of the generation and for a value higher than that of 2016, equal to around 107 EUR/MWh.

ERG Hydro's total output (1,144 GWh) therefore benefited from an average unit revenue, considering the sales price of
electricity, the revenues from MSD and the replacement incentives, totalling approximately 110 EUR/MWh (90 EUR/
MWh in 2016), excluding the recoveries of prior incentives, already commented.

The total EBITDA margin for 2017 amounted to 69% (68% in 2016).

The final load factor in the period came to 25%, impacted by the scarce water availability (output of 1,144 GWh in 2017,
down compared to the corresponding period in 2016 as well as to the ten-year average).

The overall efficient power of the Terni plants is equal to 526.9 MW, of which 512.4 MW pertaining to large offtakes
and 14.5 MW to small offtakes and residual flows, which increased by 0.4 MW following completion of construction
of the three new mini hydro plants, which are eligible for the feed-in tariff pursuant to Ministerial Decree 23/6/2016.
The level of the reservoirs of Lakes Turano, Salto and Corbara were respectively approximately 524, 526 and 131
metres above sea level at the end of the period, higher than the levels of 31 December 2016 (respectively 524, 524 and

127 metres above sea level).
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CAPITAL EXPENDITURES

........................................................................................................................................

The capital expenditure figure for the period does not include the acquisition of six wind farms in Germany, acquired
from the DIF Group with an installed capacity of 48.4 MW. The enterprise value of the acquisition is approximately
EUR 40 million.

The figure of capital expenditure for the corresponding period of the previous year does not include two important

acquisitions carried out in the period in the area of Non-Programmable Sources:

+ the acquisition at the start of 2016 from the Impax Group of eleven wind farms in France and six wind farms
in Germany, with total installed capacity of 206 MW (and expected annual average generation of 410 GWh), plus
the two companies which provide technical, operational and commercial assistance to wind operators in France,
Germany and Poland, both “captive” and third parties. The purchase value came to around EUR 290 million in terms
of enterprise value, equal to a multiple of around EUR 1.4 million per MW;

- the acquisition from TCI Renewables of Brockaghboy Windfarm Ltd. ("BWF"), a UK company owning the
authorisations required for the construction of a wind farm in Northern Ireland, with planned capacity of over 47.5
MW and energy output estimated at over 150 GWh/year when fully operational. The operation involved an initial
outlay of around EUR 13 million, in addition to the investments made downstream of the acquisition of the project,
illustrated in the section below. The total estimated investment for construction of the farm is approximately EUR

80 million, already including the initial consideration paid for the purchase of the company.

The total capital expenditure in tangible and intangible fixed assets of the ERG Group in 2017 was EUR 571 million (EUR
57 million in 2016), of which EUR 50.2 million for tangible fixed assets and EUR 1.2 million for intangible fixed assets.

YEAR
(EUR millions) 2017 2016
Non-programmable sources 35 44
Wind 35 44
Programmable sources 16 13
Thermoelectric 10 10
Hydroelectric 6 4
Total 51 57

13 Brockaghboy wind farm, sale in progress.
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Non-programmable sources

The capital expenditure in 2017 (EUR 35 million) refers mainly to the outlays made by ERG Power Generation of
approximately EUR 29 million following the works for the construction of the aforementioned wind farm in Northern
Ireland, which began operating in fourth quarter 2017. The Brockaghboy wind farm consists of nineteen 2.5 MW

Nordex N90 wind turbines, totalling 47.5 MW.

Programmable sources

The investments in 2017 (EUR 16 million) refer mainly to the CCGT plant of ERG Power, which continued the targeted
investment initiatives aimed at preserving the operating efficiency, flexibility and reliability of the plants, including
the unification of the control centre and IT systems. Progress was also made on the planned health, safety and
environmental projects.

Hydroelectric capital expenditures refer mainly to the aforementioned investment in the new mini hydro plants, in

addition to maintenance and other contracts.
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RISKS AND UNCERTAINTIES

........................................................................................................................................

1. Renewable resource availability risk (Wind, Water and Sun)

This risk identifies the possibility that the Group may incur economic damages deriving from fluctuations in the

volumes of Electricity generation, specifically regarding generation from renewable energy sources and the availability

of natural resources such as Wind, Water and, following the recent acquisition of photovoltaic in Italy, Sun.

Therisk tied to the natural variability in the availability of renewable energy sources, which are known to vary according

to the weather conditions of the sites where the plants are located, is mitigated through:

+ technological diversification of renewable energy plants (e.g. Wind, Hydro and Solar) and the geographic
diversification of the generating farms, which reduce both the impact and likelihood of occurrence of the risk;

+ planning of renewable plant shutdowns based on periods with low use of renewable sources, thereby reducing their
impact,

+ the use of more accurate meteorological forecasting tools (for wind, water and sun) in order to define the generation

plans that allow for improvement in Volume Risk management strategies over the short term.

The use of statistical risk analysis models is also envisaged, enabling quantification of the economic impacts over the
medium term (plan time horizon).

The addition of solar is another important step in the technological and geographical diversification strategy which
permits mitigation of the risks tied to unavailability of the natural resources, further reducing the overall risk profile to
which the Group is exposed as generator of electricity from renewable sources.

The risk reduction strategies are carried out in accordance with company policy.

2. Price Risk

Price risk relates to the possibility that purchase and sales price fluctuations for the commodities could cause

significant variations to the economic results, to an extent that compromises the achievement of the goals set out in

the strategic plan.

In conducting its business, the ERG Group is exposed to the following risks:

+ fluctuations in Electricity prices for all production plants for which the sale of electricity on the Market is envisaged;

+ fluctuation in the prices of gas, CO, and Energy Efficiency Certificates (TEE) attributable to the generation of the
natural gas-fired electricity co-generation plant (CCGT) of ERG Power.

The ERG Group minimises the impact of the fluctuations in commodities prices through:

+ an aggregate view by portfolio, which permits the allocation of risks where they can be more effectively managed,
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benefiting from the offsetting of positions with opposite signs;

+ definition of risk exposure limits and an associated process of escalation in the event of exceeding the limits, with
identification of the parties responsible for defining/authorising the measures to return within the limits;

- definition of processes and responsibilities to monitor the exposure level using the appropriate indicators (e.g.,
P@R, V@R, Stop Loss, Take Profit, Open positions);

« definition of minimum and maximum hedging quantities (Hedging Ratios) on sales of EE over the life of the plan;

- use of derivative instruments to stabilise cash flows generated, contributing to guaranteeing the Group’s economic
and financial equilibrium. Use of derivative instruments for hedging purposes is only authorised if there is an
underlying asset to pursue the reduction in the economic impacts tied to the volatility of the prices on the financial
market and it is monitored constantly;

+ where possible, balancing of the purchase formulas (e.g., for natural gas) with chargeback to end customers and/
or transfer into sales agreements of the higher costs arising from fluctuations in prices, including specific clauses
reducing emerging costs (e.g., linked to the profile).

In terms of organisation, the governance model adopted by the Group requires the separation of control functions

from those that manage risks in operations.

The risk management strategies are carried out in accordance with company policy.

3. Dispute Risk

This risk refers to the possibility that the company ERG Power Generation SpA, its subsidiaries or employees of
the Group may be involved in civil and/or administrative and/or fiscal/tax proceedings and/or legal actions arising
from potential violations of laws or regulations, contractual or non-contractual liability or other disputes (e.g. labour
disputes). The occurrence of such events could cause damage, generate sanctions, tarnish the reputation of the
Group and erode value for shareholders.

The risk of disputes also refers to the possibility that a Group company may challenge an act or measure that is
detrimental to its interests and issued by institutions or administrative bodies and/or independent authorities.

The ERG Group mitigates the risk linked to possible impacts on profit for the year as a result of exposure to higher
costs and sanctions through:

+ monitoring by specific Organisational Units responsible for ensuring respect of the reference regulations in the

various areas of responsibility (e.g., legal, tax, administrative, etc.);

effective pre-litigation management by the relevant OUs with the support of legal and tax specialists;

+ management of disputes with the support of professional external assessments by experts in the areas under
dispute;

+ constant monitoring of the evolution of ongoing disputes and assessment of the likelihood of losing the case; if

the risk of losing a specific proceeding is deemed probable, an estimate of the economic impact is made that also
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takes into account all possible consequences and a specific provision is made in the financial statements;
+ preparation and submission of periodic reports providing updates on the disputes, also through 231 flows to the

Supervisory Bodies.

In the event of extraordinary transactions (e.g. acquisition of companies, establishment of JV), specific Due Diligences
(e.g., legal, tax) are conducted in order to mitigate the risk of disputes and of the consequent negative economic
impacts and, if considered appropriate, the counterparty is asked to provide the specific guarantees outlined in the
contractual agreements governing the transaction.

With regard to the issuance of acts or measures detrimental to its interests, the ERG Group mitigates this risk through:
+ regular and correct management, coordinated at Group level, of direct relations, or through trade associations, with

Institutional Stakeholders at the local, national and international level;
+ participation in preparation of the acts or measures (including consultation procedures);

+ any appeal before the competent authorities against the acts or measures considered to be detrimental.

The risk management strategies are carried out in accordance with company policy.
For additional details in regard to disputes and to the Group’s potential liabilities, see Notes 19 and 26 of the Notes to

the Consolidated Financial Statements.

4. Anti-Corruption Compliance Risk

The ERG Group operates in renewable energy sources in Italy and abroad, and, in particular in: France, Germany,

Romania, Poland, Bulgaria and the United Kingdom. For this reason, the Group is vulnerable to anti-corruption

compliance risk in all countries where it carries out its business.

This risk relates to the possibility that an employee and/or Company of the Group could be involved in proceedings for

offences committed in breach of anti-corruption laws in force in the specific country.

ERG condemns the commission of any type of corruption with the utmost strictness, without exception. To prevent

corruption crimes, the Group has adopted a system of rules and controls defined in relation to the national and

international regulatory context in which it operates. In particular, for Companies of the ERG Group:

+ a system of behavioural rules adopted by Companies of the Group (Code of Ethics, Model 231 and Anti-corruption
Policy) has been defined, based on the respective characteristics, which all employees are required to respect in
carrying out their activities and which prohibit any form of corruption, active or passive, involving not only public
officials but private parties as well;

- responsibilities and specific spending powers (authorisation and signature) are defined and assigned based on the
principle of Segregation of Duty, in order to limit the possibility that a single person may complete an entire process
in full autonomy;

+ specific employee training programmes are defined and implemented, aimed at describing the regulatory

framework on anti-corruption (and the relative sanctions system), along with the behavioural rules adopted by the
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Group (e.g. Code of Ethics, Model 231 and Anti-corruption Policy);

+ aprocess is in place, under the surveillance of the Supervisory Bodies pursuant to Legislative Decree 231/01, for
the management of reports on conduct that is in conflict with the principles set out in the Code of Ethics, Model
231 and Anti-corruption Policy;

+ specific third-level controls are carried out by Internal Audit with regard to compliance with the principles set out in

the Code of Ethics, Model 231 and Anti-corruption Policy.

The risk management strategies are carried out in accordance with company policy.

5. New Investment Risk

This risk refers to the set of uncertain events originating from various factors, for example, scenario-related (micro/
macro-economic, political, regulatory, business), technical, operational, financial or organisational, which may impact
the decision of a new investment and its success.

These risks are mainly attributable to the impossibility of developing certain economic/financial forecasts over the
period of the life of a Project (in the event of a specific initiative), with resulting income statement or financial position
losses, or worsening of the Group'’s image.

To minimise risk, the ERG Group has defined specific structured processes for selecting capital expenditure that
involve a set of successive levels of examination and approval carried out based on, inter alia, internal and external
support studies, benchmark analyses, legal-regulatory analyses and financial assessment/planning models. The
Group minimises possible risks linked to new investments by assessing potential associated risks for all relevant
projects:

+ potential impacts and strategy/measures to contain/eliminate risk;

+ items follow-up to monitor the mitigation processes.

Furthermore, the Group periodically updates the WACC/HR also through benchmarks, to ensure an adequate return
with respect to the expected risk profile.

The risk management strategies are carried out in accordance with company policy.

6. Default Risk in loan agreements

This risk pertains to the possibility that upon the occurrence of certain events regulated by the loan agreements,
counterparties to those contracts would be entitled to demand that ERG immediately repay the amounts loaned,
consequently engendering a potential liquidity risk.

The ERG Group, to finance its own development initiatives, makes use of medium/long term debt, mainly through
project financing operations or, alternatively, through corporate financing. In general, all loans are required to
comply with financial covenants calculated based on the economic-financial data of the single Legal Entities or the

consolidated Group.
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The ERG Group implements a risk mitigation strategy which involves:

+ periodic monitoring of the final and expected results and the consequent impacts on the covenants;

+ monitoring of the main financial risks that may directly or indirectly impact leverage and the covenants;

+ assessment of each new investment initiative with regard to the future impacts it may have on the covenants;

+ continuous monitoring of all commitments (not necessarily financial) envisaged by the agreements, whose breach

may result in the potential default of the loan.

The risk management strategies are carried out in accordance with company policy.
For additional details in regard to the loan agreements and relative covenants, see Note 25 to the Consolidated

Financial Statements.

7. Information & Communication Technology risk

This risk is identified as the inadequacy of the set of technical and organisational measurements aimed at assuring

the protection of the integrity, availability, confidentiality of the automated information and of the resources used to

acquire, store, process and communicate said information. In particular, the following main risks are associated with

ICT systems:

+ risk of unsupervised access to networks, systems and data processing centres: this is the risk that unauthorised
persons may access systems, information or premises where computers are located and compromise their use,
harming the integrity and security of systems and the information contained therein;

+ risk of vulnerability of the IT systems: this is the possibility that the architecture/Framework of the ICT systems
may be vulnerable to internal/external attacks or exposed to accidental events because of defects in their design,
implementation, configuration and/or operating management, as well as due to the lack of awareness in the
company population of the risks deriving from ICT attacks;

+ risk of technological disaster: this risk identifies the possibility that the technological infrastructures serving

corporate operations may be dramatically compromised by accidental events.

The ERG Group’s operations are managed using ICT systems that support the main company processes, both

operating and administrative and commercial. The Group mitigates ICT risks through the following main control

objectives, in line with the ISO 27001:2013 standards and the Cobit 5 Model:

+ constant protection of the confidentiality, integrity and availability of the information managed on the ICT systems;

+ adoption of specific behavioural models to be adopted when using the work stations and ICT tools, aimed at
ensuring adequate security levels for the information;

+ outsourcing of the management of the main systems with a supplier equipped with data centres having high
physical security levels and standards, formally certified;

+ adoption of tools to manage logical and physical accesses, as well as verify and record them, based on the relevant

best practices;
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+ use of automatic instruments to detect and manage incidents and anomalies;
+ implementation of processes for the design, development, operation, maintenance, assistance and disposal of ICT
infrastructures, of network services and of applications for mitigating the vulnerability of the IT systems, in line with

reference best practices.

The process of integration and consolidation of the ICT systems in the Group, defined based on the changes in the
corporate structures over the previous years, and currently being finalised, will result in significant benefits and the
consequent reduction in related ICT risks thanks to an approach based on risk management.

To mitigate the potential risks of interruption of business activities on ICT processes regarded as strategic, the Group
has a Disaster Recovery system in place which ensures continuity of services and data through an alternate Data
Center, whose efficiency is subject to regular checks.

In addition, and in light of the significance of the activities that are implemented on a daily basis within the electrical
market, specific focus is given to monitoring systems that interface with the market. These systems are subject to
specific management and maintenance procedures designed to protect their stability.

The risk reduction strategies are carried out in accordance with company policy.

8. Business Continuity Risk

This identifies the risk connected to the occurrence of natural, accidental or catastrophic events (i.e. earthquakes,
floods, seaquakes, fires, etc.), in the course of the performance of business activities, with negative consequences for
the Group in terms of revenues or of preservation of corporate assets, such as to place routine operations in severely
critical conditions or to undermine the Group's stability and balance in a significant and durable manner.

As regards the risks of unavailability of plants, the Group implements preventive mitigation strategies at all of its

production units, to reduce the probability of such risks, as well as action strategies to mitigate any impacts thereof.

In particular, the ERG Group mitigates these risks through:

+ plant management policies aimed at pursuing high levels of safety and operating excellence, in line with the best
industrial practices;

+ adoption and constant updating, in line with sector best practices, of scheduled maintenance procedures, both
ordinary and preventive, to identify and prevent potential critical issues, also based on specific engineering analyses
conducted by specialised personnel;

- periodic audits of the plants are planned, as well as the use of control and remote control instruments in order to
monitor technical parameters and promptly detect any potential anomalies; moreover, where possible, redundant
systems are utilised in order to guarantee the continuity of business processes;

« continual supply of specialised training courses for technical personnel working on the plants.

In addition, the gradual adoption of ICT solutions to detect technical problems and calculate effective yield is
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envisaged, aimed at allowing a predictive approach for the planning and execution of maintenance in order to limit
downtime for accidental breakage.

As regards production processes, particular attention is paid to the prevention and control of the related risks, through
the implementation of risk assessments, business impact analyses and a business continuity management activity,

with the aim of ensuring the operational continuity of industrial production plants.

Specific infrastructural activities aimed at improving the response of dams to seismic events continue at the Terni
Hydroelectric Complex. These activities are carried out under the supervision of the Ministry of Infrastructure and
Transport - Dam Directorate-General and coordinating with Civil Defence. Monitoring and control have confirmed
the seismic safety of all of the dams, infrastructures and production plants. To cover natural and catastrophic risks,
to transfer its own industrial risks and third party risk and cover residual risks, the ERG Group uses the insurance
market, thereby providing a high level of protection for its structures, even in the event of an interruption of activity. The
contractual conditions which characterise these insurance policies are revised periodically.

The risk reduction strategies are carried out in accordance with company policy.

9. Commercial Credit Risk
This is the risk of unexpected changes in creditworthiness of a counterparty with respect to which there is an
exposure that could lead to potential negative consequences in economic-financial terms. The objective of the
Group is to maintain the risk profile at extremely low levels, through the preliminary evaluation of creditworthiness
of the counterparties and the adoption, where deemed necessary, of risk mitigation tools, such as the acquisition of
guarantees.
In particular, ERG minimises credit risk in the pursuit of its commercial and business targets, through:
+ definition of risk exposure limits at Group level and adequate risk mitigation tools in order to ensure that the risk
profile is in line with the Group’s requirements;
+ anoverall Group portfolio strategy that benefits from offsetting among the various risk profiles associated with the
individual customers and, in particular, among the riskiest and safest positions in terms of Probability of Default;
+ astructured, active management process for credit, in which specific Organisational Units and a Credit Committee:
- assess the creditworthiness each individual commercial counterparty in terms of Rating, Credit Limit and
Probability of Default and assign to them specific levels of reliability in terms of maximum exposure (so-called
credit limit);
- analyse the risk profile of the portfolio and the levels of exposure to counterparties in terms of credit limit granted
and sales;
- conduct ageing analyses and constant monitoring of the overall exposure and of the exposure by counterparty,

evaluating the definition and implementation of specific corrective measures.

Moreover, the Group has defined the types of guarantees that may be accepted in the case of credit to counterparties
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with an unsatisfactory economic/financial assessment and the financial institutes (banks and insurance companies)
qualified to issue such guarantees.

The risk management strategies are carried out in accordance with company policy.

For additional details in regard to trade receivables and the bad debt provision, see Note 9 - Trade receivables of the

Notes to the Consolidated Financial Statements.

10. Credit Risk in respect of Financial Counterparties

The ability to adequately assess one's financial counterparties and promptly intercept any threats and risks is a

fundamental requirement for protection of the company’s assets and reputation. This is the risk that unexpected

changes in the creditworthiness of a financial counterparty to which an exposure exists (e.g., liquidity deposits) could

cause consequent negative economic/equity impacts and damage to the company's image.

The Group's objective is to find the right balance between the return on financial investments and minimise the relative

counterparty risk, through:

+ use of counterparties with Investment Grade rating or, in the absence thereof, specific authorisation by the CEO
upon obtaining the opinion of the Risk Committee;

- risk diversification strategies (e.g., by depositing liquidity in various banks and/or using investment funds) as per the
guidelines of the Risk Committee;

- verification that each financial counterparty is not on any national and/or international Black List;

+ constant monitoring of the standing of counterparties and an escalation process in case of negative events and/or

worsening of the risk profile.

A structured process is in place at Group level that envisages:

+ autonomy of the Finance area in depositing liquidity for up to 12 months in banks with Investment Grade rating;

+ anauthorisation process (as part of the Risk Committee) for cash investments over 12 months or with banks whose
rating is below Investment Grade.

The risk management strategies are carried out in accordance with company policy.

11. Liquidity Risk

The risk resulting from the lack of financial resources to meet both short term and medium/long term commercial
and financial commitments is called liquidity risk. This type of risk considers the possibility that the company may
not be able to meet its commitments (funding liquidity risk) or that it is able to do so only at unfavourable economic
conditions due to situations of tension or to the changed market perception of riskiness of the Group (or of one of its
companies).

ERG implements a risk mitigation strategy aimed at preventing the occurrence of liquidity crisis situations, which
involves the pursuit of a financial structure that is balanced in terms of duration and composition and the systematic

generation of cash by its own business activities. The Group’s objective is to maintain the subject risk profile at
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extremely low levels through implementation of a financial planning process having the following objectives:

+ enabling the Group to be solvent both under normal conditions of conducting business and under crisis conditions,
optimising the related opportunity cost;

+ ensuring an adequate level of operational elasticity, optimising on the cost of funding in relation to the current
and future market conditions; the Group uses a prudent approach in estimating the projected cash inflows and
outflows, taking into account the impact assessments of various scenarios, including stress-based ones, which
identify the risk factors that could alter the cash flows envisaged in the Financial Plan (e.g. changes in scenarios,
postponements of disposals) and define and implement the relative mitigation measures;

+ maintaining a balance in terms of duration and composition of debt, also thanks to an operating structure based on
assigned limits that undergo periodic revision and approval, and a second-level control structure, autonomous from
the first, which verifies its functioning;

+ guaranteeing an adequate distribution of credit lines, cash deposits and the relative financial assets among the
major Italian and international banks.

To pursue its risk mitigation objectives, the ERG Group’s stock of financial assets is used in short-term financial

instruments that are highly liquid, preferring a very limited risk profile.

The risk management strategies are carried out in accordance with company policy.

12. Country Risk

This is the risk of possible changes in the political, legislative, economic and/or social framework of a country that

may have negative impacts on operations, income statement results and/or the financial equilibrium.

Several examples of country risk are: (i) lack of a stable legislative framework and uncertainties regarding the

protection of rights of foreign workers in the event of breaches of contract by government entities or other private

parties; (i) penalising application of laws or unilateral changes to contracts that result in the reduction in value of the

assets; (iii) increases in tax pressure; and (iv) complicated authorisation processes that impact the time-to-market of

development projects.

In particular, the ERG Group manages country risk through a strategy that involves:

+ non-assumption of risk and, therefore, no investments in countries which have political/social instability that makes
them unsuitable to the risk profile the Group intends to assume;

+ mitigation of risk in countries where there is considerable interest in making new investments, requiring a suitable
return in relation to the expected risk profile. This assessment is carried out by analysing the main indicators of the

country in question (e.g. macroeconomic and financial indicators).

The mitigation of risk in those countries also involves the creation, development and maintenance of relations with
key institutions and stakeholders, in order to understand the political, institutional and regulatory scenario of the
country of interest for the Group and its possible impacts on the business. These indicators are periodically updated
to take into considering any changes which could impact the correct representation of country risk.

The risk management strategies are carried out in accordance with company policy.
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13. Regulatory Risk

This risk is related to developments in the local scenario of the countries in which the Group conducts its business.
This evolution, in consideration of the high level of regulation of the businesses in which the ERG Group operates, may
cause significant economic impacts on the value of assets. The risk factors therefore include the constant and not
always predictable development of the regulatory context of reference.

The Group constantly monitors the evolution of the regulatory framework in the countries it operates in, in order to
prevent and/or mitigate the effects on the various business areas to the extent possible. Monitoring is structured over
several levels, and involve cooperative dialogue with the institutions and government and regulatory bodies in the
sector through active participation in trade associations and work groups set up at those entities, as well as through
examining the regulatory evolution and measures of sector authorities and drawing up specific position papers to
communicate its position on these issues.

For this purpose, the ERG Group has established specific Organisational Units dedicated to the continuous monitoring
of the evolution of the national and international reference regulations.

The risk management strategies are carried out in accordance with company policy.

14. Health, Safety and Environment (HSE) Risk

The HSE Risk is mainly linked to the operation of industrial assets that have an impact on the health and safety of
workers and on environmental matters.

Risks to health and compromising the biological equilibrium of staff at work are the risks that will have potential
impact if there is an emission of chemical, physical or biological elements that pose a risk to the environment.
Safety risks are those related to the occurrence of accidents or injuries, or of physical harm or impairment (more or
less serious) suffered by staff working at the various jobs.

Environmental risks are connected with the possibility that, due to the Group’s business activities, an event may occur
which triggers an alternation in the physical-chemical parameters of the water, air and soil environmental matrices,
with negative impacts on the natural habitat and/or individuals’ health, to the extent requiring the adoption of
extraordinary emergency measures with negative consequences for the Company, in terms of the income statement,
statement of financial position and/or reputation.

The ERG Group is strongly committed to reducing these risks by adopting specific guidelines on matters of health,
safety and the environment that, in accordance with the relevant best practices, envisage that all Companies of the
Group: (i) respect all of the regulations in effect; (i) pursue specific performance targets; (iii) continuously train staff;
and (iv) certify specific integrated HSE management systems.

Moreover, the ERG Group adopts safety standards and operating practices having high quality and reliability in order
to assure regulatory compliance, continuous improvement of environmental performance and the effectiveness of
the actions taken in terms of prevention and containment of potential environmental impacts.

In particular, Companies that manage industrial assets, which by their nature are more exposed to the HSE risk, are
all provided with an OHSAS 18001 and ISO 14001 certified Management system, as well as achievement of EMAS

certification on the main plants. The Companies that do not manage industrial assets have an OHSAS 18001 certified
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Management system. During the course of 2017, the periodic inspections by the certification bodies were carried out,
resulting in the issuance and/or confirmation of the certifications held by the Group Companies.

Moreover, the Group pursues the goal of zero injuries, through a structured oversight of health and safety issues and
the development of numerous programmes for prevention and for spreading a “safety culture’, targeted both to the
internal personnel and to suppliers that operate at the plants. Care for people is also expressed through initiatives
directed at personal development, performance assessment at all levels and sharing of best practices.

The adoption of the best technology available, the application of increasingly rigorous and exacting work practices
in terms of prevention and reduction of pollution, and the correct management of the waste produced allow the
industrial activity and related Health, Safety and Environment issues to be managed efficiently.

The ERG Group publishes an annual “Consolidated non-financial statement” that provides salient information and
data regarding HSE aspects and social issues connected with the Group’s business.

The strategies for health, safety and the environment are carried out in accordance with the company policies.

15. Risk of losing key figures

This is defined as the risk that the global rewarding systems in the Group (consisting of fixed and variable components,
as well as benefits) may be inconsistent with people’s motivation or with market benchmarks, with a resulting
economic impact for the Group caused by the loss of key and/or strategic professionals.

The Group mitigates this risk by developing remuneration strategies and policies based on weighing and matching
positions, aligned with market benchmarks, in order to ensure effectiveness of the monetary and non-monetary

rewarding components.

In particular, the Group uses instruments that are differentiated based on the level of strategic relevance and seniority
of its personnel. In this respect, the fixed remuneration component ensures retention through constant market
benchmarks, while the variable component ensures alignment of the company’s objectives with those of individuals,
through the disbursement of performance-based bonuses based on long-term (LTI) and short-term (MBO) objectives.

The strategies employed to reduce these risks are carried out in accordance with company policy.

16. Exchange Rate Risk

This is defined as the risk that changes in exchange rates of the currencies the Group operates in may impact:

+ on income, as a result of the different significance of costs and revenues denominated in a foreign currency
compared to the time when the price conditions were defined (economic risk);

+ onincome, as a result of the conversion of trade or financial receivables/payables denominated in a foreign currency
(transaction risk);

+ on the consolidated financial statements (income and shareholders’ equity) by effect of the conversion of assets

and liabilities of companies that prepare their financial statements in another currency (translation risk).
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The ERG Group has adopted a strategy for mitigation of exposure to exchange rate risk, reducing the possible

economic impacts tied to the volatility of exchange rates on the financial market through:

definition of risk exposure limits and an associated process of escalation in the event of exceeding the limits, with
identification of the parties responsible for defining/authorising the measures to return within the limits;

definition of processes and responsibilities to monitor the exposure level using the appropriate indicators (e.g., Cash
Flow @Risk, EBITDA@RIsk);

pursuit of a balance between assets and liabilities in foreign currency, minimising net exposure and providing M/L
term financing of capital expenditure in local currency, whose profitability and cash flows are mainly expressed in
currencies other than the ERG Group'’s functional currency;

repatriation as soon as possible of the net cash flow generated by foreign operations, within the limits of liquidity
needed to support their operation, in compliance with the Project Finance contractual restrictions and in line with

the maturities of any hedging derivatives approved.

Use of hedging derivative instruments, if any, is authorised exclusively if there is an underlying asset and is subject to

approval by the Risk Committee as well as periodically monitored.

The strategies employed to reduce these risks are carried out in accordance with company policy.

17. Interest Rate Risk

This risk is defined as the risk that an unexpected change in interest rates may entail a change in the value of financial

positions and of their level of cost. To that end, changes in the market rates can have negative impacts on the level of

financial charges to the extent of compromising the financial stability of the Group and its capital adequacy.

In particular, the ERG Group implements an interest rate risk mitigation strategy which involves:

searching for and obtaining financial resources at the best conditions offered by the market, in compliance with the
restrictions set by the Risk Committee;
regularly monitoring the level of exposure to risk and compliance with the restrictions set by the Risk Committee;

using authorised derivative instruments (e.g. IRS, Interest Rate Swaps), exclusively where an underlying exists;

the following objectives are pursued:

identifying the optimum combination of fixed and floating rates;

optimising the Group’s cost of debt within the risk limits assigned by the Chief Executive Officer, whose decision is
supported by a consulting opinion from the Risk Committee, and made in line with the specific characteristics of
the business;

reducing the possible economic impacts tied to the volatility of interest rates on the financial market.

The strategies employed to reduce these risks are carried out in accordance with company policy.
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18. Industrial Relations Risk

This risk refers to any negative impact that may arise from inappropriate management of individual and collective
relations with employees, which could generate potential internal and/or external conflicts and compromise the
achievement of business objectives.

Relations with employees arising from employment relationships are ensured, both individually and collectively,
through compliance with labour law and international regulations on human rights, diversity and equal opportunities,
and through the establishment of a corporate culture focused on:

+ ongoing relations with workers' representative organisations at the national and local level,

+ participation of employees in the business objectives;

+ second-level bargaining activities.

The strategies employed to reduce these risks are carried out in accordance with company policy.

HEALTH, SAFETY AND ENVIRONMENT

........................................................................................................................................

The year 2017 saw the launch of a new organisational layout called “One Company”, with a strong focus on process
logic and a willingness to “reunite” the entire organisation towards a single commmon vision, focusing on two macro-
roles:

+ Corporate ERG, which ensures the strategic direction, is directly responsible for the business development
processes and ensures management of all business support processes;

+ ERGPower Generation, electricity generation and sale company, dedicated to the overall and integrated management
of the three different and complementary production technologies currently possessed by the Group (Thermo,
Hydro and Wind units), and to the sale of electricity through a single centralised Energy Management structure.

The corporate reorganisation, effective from 1 January 2017, envisaged the merger by incorporation of ERG Services

S.p.A. into ERG S.p.A. and of ERG Renew S.p.A. and ERG Renew Operations & Maintenance S.r.l. into ERG Power

Generation S.p.A. Moreover, a new “HSE” Organisational Unit was established, tasked with functionally coordinating

the resources assigned to the individual Electricity generation units (Thermo, Hydro and Wind), with the objective of

strengthening and integrating the issues of health, safety and the environment.

Protecting the health and safety of people and safeguarding the environment have always been priorities in the

ERG Group's corporate culture: prevention and management of the connected risks are therefore central in the

implementation of the Group’s strategic guidelines.

The principles adopted with regard to health, safety and the environment are stated in the Sustainability Policy, which

outlines the values, commitments and objectives that ERG aims to pursue in terms of sustainability with respect to all
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stakeholders. In line with its Code of Ethics, ERG guides the activities of the entire Group, combining the objective of
creating sustainable value over time with that of respect of the environment and attention to both internal and external
stakeholders. For the ERG Group, growing in a sustainable manner means integrating the economic and business
growth objectives with the creation of value for the Environment and for the Company, increasing the value generated

and transforming it into competitive advantage.

Health and Safety

During the course of the year 2017, business activities continued in accordance with the health, safety and
environmental policy as well as the principles pursuant to the Guidelines and Code of Ethics adopted by the Group.
ERG S.p.A. has continued to pursue the objective of “zero accidents” and has attained this goal for its personnel and
for third-party companies even in 2017, as in the prior year.

In terms of measures carried out, intensive training was completed, both managerial as well as with regard to
occupational health and safety, at all organisational levels, involving the various relevant personnel, in line with the
contents of the applicable State-Regions Agreement. Specific seminars were held for Employers and Delegated
Directors. Moreover, the ERG Group - which has always been keen on promoting its employees’ health and safety -
also offered its personnel the opportunity to undergo a series of medical tests in 2017 - just as in previous years - for
the prevention of the most common cancers for the parties most exposed to risk according to international protocols
in addition to an anti-flu vaccine for all personnel.

At the same time, the Health, Safety and Environment Specifications were updated, applicable to all companies of the
ERG Group. The document outlines the key measures to be adopted and respected for the prevention of accidents
and the protection of health and safety in the workplace by parties stipulating and implementing contracts for the

realisation of services and works.

Environment

Protection of the environment is a fundamental value in the Group’s corporate culture. Consequently, ERG has

developed a business model that allows the production of energy with a very low environmental impact.

In accordance with this principle, the Group is committed to:

+ giving priority to the development of renewable sources and the use of low carbon fuels;

+ minimising the environmental impact of its business, reducing energy consumption, atmosphere emissions and
the production of waste, also through improvement in the quality and efficiency of plants;

+ taking into consideration the protection of biodiversity, of natural habitats and of ecosystems as a key component
of sustainable development in achieving its projects;

+ promoting informed and responsible use of all natural resources at the Group’s disposal,

+ adopting in its operating facilities certified Environmental Management Systems in accordance with recognised
standards, with a view to ongoing improvement of performance and mitigation of risk.

ERG Power’s plants have pursued, also in 2017, the achievement of their targets for the improvement of environmental
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performance, by maintaining the “best available techniques” (BAT) in the industry, as prescribed by the Integrated
Environmental Authorisations (EIA), granted in accordance with IPPC (Integrated Prevention Pollution and Control)
EC Directive. In particular, only the CCGT natural gas-powered co-generation plant was operated in 2017, with a very
low emission of pollutants into the atmosphere.

As is known, ERG Power’s plants, managed by ERG Power Generation, operate within a multi-company industrial
site of Priolo Gargallo and supply utilities to other operator customers. In 2017, as in other years, the objectives of
recovering water resources at the SA9 unit were consolidated, and other opportunities to evaluate reduction in water
consumption were evaluated, an environmental aspect of definite interest for the local community. Finally, and again
during the course of 2017 (in continuity with previous years), periodic and thorough tests were carried in the presence
of the supervisory entities; these tests confirmed full compliance with best practices and the Integrated Environmental
Authorisation provisions, in addition to the accuracy and reliability of the monitoring and control activities, in particular
for management of atmospheric emissions and water discharges. Other consolidated objectives during 2017 or to be
achieved in the next three years and for which a broader description is provided in the EMAS Environmental Declaration
of ERG Power mainly regard energy efficiency and development of the awareness of environmental management as
part of the purchasing process.

Similarly, in 2017, the management of Hydro and Wind assets was conducted in a manner that complied with all of the
objectives set out in the plans to improve the respective environmental management systems; no non-conformities

were identified by the accredited certification bodies or by the competent authorities.

Management and Certification Systems

ERG Power Generation S.p.A. fulfils all the obligations and requirements that are necessary to pursue the Sustainability

Policy and the objectives established by management. ERG Power Generation S.p.A. has defined its Integrated

Management System (IMS) as the collection of “organizational structures, procedures, processes and resources that

are needed to implement Environmental and Safety Management”.

The IMS retains the following objectives:

+ identify and describe, in detail, the productive processes that were managed while highlighting the various
processes, interfaces, relative inputs/outputs and control elements;

+ measure and monitor the processes in order to attain the planned results, in accordance with the principles of
efficacy, efficiency and constant improvement;

+ manage processes in agreement with the requirements of regulations (ISO 14007 and OHSAS 18001);

+ adopt procedures and reference guidelines applicable to all units.

In light of “One Company”, the Integrated Management Systems of ERG Power Generation adopted by the Thermo,
Hydro and Wind units in 2017 were adapted to the new organisational structure and to the new corporate changes.
The natural consequence of this integration was the beginning of a process of unification of all ERG Power Generation

certifications, with the objective of having a single accreditation entity of reference.
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All certifications of the Integrated Management Systems of ERG Power Generation S.p.A. according to the international
standards ISO 14001 Environment and OHSAS 18001 Health and Safety, in addition to ISO 9001 on Quality (Thermo
and Wind units), were confirmed in 2017. During the course of these processes, no significant evidence emerged other
than observations for improving certain processes, thereby confirming the efficacy of the management of corporate
processes pertaining to workplace environment, health and safety. Moreover, the Thermo and Hydro units launched
a process for migration of their environmental management system to the 2015 version of ISO 14001, while the Wind
unit has already completed alignment to the new standard.

In accordance with the provisions of these systems, internal audits were planned and carried out to verify compliance
with the standards of the Management Systems adopted; in 2017, new mixed audit teams were introduced, with
internal resources from the organisational units of the production unit subject to audit. This allowed a valid internal
comparison and an exchange of the skills acquired separately in prior years, today brought together in “One Company”.
Another important objective achieved by ERG Power S.r.l. and ERG Hydro Srl. in 2017 was the three-year renewal of
EMAS registration, in accordance with EC Regulation 1221/20009.

EMAS, together with the adoption of an Environmental Management System consistent with the international
standard 1SO 14001, allows for the continuation of effective and efficient management of environmental aspects,
based on a relationship of trust and transparency with the institutions and with the public and on active participation
by employees and third parties at the operating sites.

The reports and indicators used in the Environmental Declaration, validated by an accredited Auditor, provide all
stakeholders with an overview of the activities and main environmental issues. The document not only presents
the results achieved in 2016, but also proposes the new environmental programme, the commitments and the new
planned objectives that the organisation undertakes to implement in 2017-2020.

Voluntary participation in a community eco-management system is further confirmation of the importance of
the environmental sustainability issue for our Group, in order to make one of the objectives of “Corporate Social
Responsibility” (CSR) even more effective: open dialogue with the public.

As regards the management of near misses, the promotion of a safety culture based on prevention is of significant
importance to the ERG Group, as it helps to protect people and the environment from harm. Consequently, the process
of reporting by employees and third-party companies operating at the sites has been encouraged and strengthened:
in fact, through the detailed analysis of each report, it is possible to trace the causes and assess whether similar
situations can be found in other parts of the Group’s plants.

Nevertheless, despite respect and constant monitoring the effectiveness of the operating procedures, 4 employee
accidents were recorded in 2017 (2 during maintenance activities on the thermoelectric plant and 2 in the wind plants).
The Group’s HSE functions assessed the events that occurred and took measures aimed at adequately modifying the
operating procedures and replacing the equipment with other more suitable equipment in order to prevent additional
injury. The assessments regarded not only the specific area of the incident but all areas of the plants involved, in order

to extend the effects of the prevention activities as widely as possible.
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SCOPE OF CONSOLIDATION AND BUSINESS SEGMENTS

The table below shows the scope of consolidation at 31 December 2017.
Compared with 31 December 2016, the following is noted:
- the merger of ERG Renew S.p.A. and ERG Renew Operations & Maintenance S.r.l. into ERG Power Generation S.p.A;

- the acquisition from the DIF Group of six German companies that own six wind farms in Germany.

ERG Power Generation S.p.A.

100%

ERG Power S.r.. 100 ERG Hydro S.r..

=]
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X

CSO0 Energy GmbH
CSO Energy S.a.r.l.
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INCOME STATEMENT

The income statement and statement of financial position results shown below include non-recurring items.

Also note that the results of the Brockaghboy Windfarm Ltd. investment in the Notes to the Consolidated Financial
Statements are recognised and indicated in accordance with IFRS 5.

For greater disclosure, the respective results of ordinary operations are shown and commented in this Report.

For the reconciliation of these values, please refer to the section “Alternative performance indicators”. For additional
details on the impacts of valuation and recognition of the aforementioned results for the purposes of IFRS 5, see Note

27 to the Consolidated Financial Statements.

RECLASSIFIED INCOME STATEMENT

2017 2016
(EUR millions)
Revenues from ordinary operations 1,055 1,024
Other revenues and income 9 11
Total revenues 1,064 1,035
Costs for purchases (355) (332)
Changes in inventories (1) 2
Costs for services and other operating costs (184) (199)
Personnel costs (87) (42)
EBITDA 488 465
Amortisation, depreciation and write-downs of fixed assets (247) (249)
EBIT 241 216
Net financial income (expenses) 61) (93)
Net income (loss) from equity investments (1) 1
Profit (loss) before taxes 178 123
Income taxes (42) (28)
Profit (loss) before minority interests 137 95
Minority interests - -
Group share of net profit 137 95

Revenues from ordinary operations

Revenues in 2017 were EUR 1,055 million, up slightly compared to EUR 1,024 million in 2016. The change is a result

of the following factors:

+ the increase in the Wind power sector tied mainly to a more favourable trend in prices and variation of the scope
of consolidation following acquisition of the companies of the DIF Group, partially offset by lower outputs in Italy;

+ theincrease in revenues of the Hydroelectric sector mainly as a consequence of the higher average sale prices;
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- the Thermoelectric sector, essentially in line with 2016, given the loss of entitlement to the ‘“reintegration
consideration”, offset by appreciation of the value of the Energy Efficiency Certificates and by the increase in

electricity sales prices.

Other revenues and income
These mainly include insurance reimbursements, indemnifications and expense repayments, chargebacks of a lesser
entity to third parties, operating grants and chargebacks to Group companies which are not consolidated on a line-

by-line basis.

Costs for purchases and changes in inventory

Costs for purchases include costs for the purchase of gas, utilities and steam intended to fuel the ERG Power S.r.l.
CCGT plantand costs for electric power intended for resale on the market within the sphere of the Energy Management
activities.

In 2017, they amounted to EUR 355 million, up by EUR 23 million compared to 2016 mainly as a result of the higher
costs for gas and electricity purchases.

The change in inventories, linked to spare part inventories, was not significant.

Costs for services and other operating costs

Costs for services include maintenance costs, commercial expenses (including energy transport costs), costs for
utilities, costs for hydroelectric concessions, for consulting services, insurance costs, and costs for services rendered
by third parties.

The other operating costs mainly relate to rent, provisions for risks and charges and to taxes other than income taxes.

The decrease of the item relates mainly to lower energy transportation costs.

Amortisation, depreciation and write-downs

Amortisation and depreciation refer to the wind farms, to the hydroelectric plants and to the CCGT plant and they
are slightly lower than those of the same period of 2016, mainly as a result of the end of the useful life of some
components of the French wind farms, the revision of the useful life of the farms in France and Germany acquired
in the first half of 2016, within the scope of the Purchase Price Allocation defined in the 2016 Financial Statements,
the effects of which were offset in part by higher amortisation and depreciation due to the acquisition of the German
parks which occurred in the second quarter of 2017 (for approximately EUR 4 million) and to the launch of operations

of the Brockaghboy farm in Northern Ireland.

Net financial income (expenses)
Recall that 2016 included non-recurring expenses for approximately EUR 6 million pertaining to the prepayment of the

bank loan of Romanian company Corni Eolian S.A.
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Net of the non-recurring costs referred to above, net financial expenses at replacement cost for 2016 were equal to
EUR 93 million.

Net financial expenses totalled EUR 61 million in 2017, down significantly compared to EUR 84 million in 2016, net
of non-recurring costs. The decrease is mainly due to higher income from “cash management” and lower medium/
long-term interest expense due to repayments that took place during the period and to the restructuring measures
completed in 2016.

The item also includes the effects of the derivatives hedging against the risk of interest rate fluctuations.

Net income (loss) from equity investments

In 2017, this item included write-downs (approx. EUR 1 million) of minor investments measured at cost.

Income taxes

Income taxes in 2017 were EUR 42 million (EUR 28 million in 2016).

The tax rate, obtained from the ratio between income taxes and pre-tax profit, amounted to 23% (23% in 2016).

The recurring tax rate in 2017, obtained from the ratio between income taxes and pre-tax profit net of non-recurring
items, amounted to 23% (22% in 2016).

The tax rate is essentially in line with the prior year and mainly impacted by the benefit arising from the decrease in
the Italian IRES rate (24% since 1 January 2017, compared to 27.5% in 2016) and the positive impact (approx. EUR 4
million) of the reduction in Corporate Income Tax in France (28% in 2017 compared to 33% in 2016). These effects are

offset by the negative effect of adjustment of the ACE rate (1.6% in 2017 compared to 4.75% in 2016).
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STATEMENT OF FINANCIAL POSITION

(EUR thousand) 31/12/2017 31/12/2016
Intangible fixed assets 730,748 764,221
Tangible fixed assets 2,241,635 2,352,696
Equity investments and other financial fixed assets 59,916 55,602
Fixed Assets 3,032,299 3,172,519
Inventories 20,596 20,363
Trade receivables 258,031 285224
Trade payables (71,704) (103,614)
Excise duties payable to tax authorities (566) (422)
Net working capital 206,357 201,550
Employees' severance indemnities (5,157) (5,573)
Other assets 237,350 279,108
Other liabilities (421,472) (436,857)
Net invested capital 3,049,376 3,210,748
Group Shareholders’ equity 1,951,098 1,798,989
Minority interests - -
Medium to long-term net financial indebtedness 1,171,942 1,352,745
Net short-term financial indebtedness (73,664) 59,014
Shareholders’ equity and financial debt 3,049,376 3,210,748

At 31 December, net invested capital amounted to EUR 3,049 million, down compared to 31 December 2016.
Financial leverage, which represents the ratio of total net financial indebtedness (including Project Financing) and net

invested capital, was 36% (44% at 31 December 2016).

Fixed Assets

This item includes tangible, intangible and financial fixed assets. The decrease compared to 31 December 2016 is
mainly attributable to the amortisation/depreciation for the period, partly offset by the acquisition of the German wind
farms carried out in the period and the capital expenditure relating to the construction of a wind farm in Northern

Ireland, which began operating in fourth quarter 2017.

Net working capital
This balance includes the spare part inventories, the receivables mainly for green certificates on foreign companies,
for the sale of electricity with the application of the feed-in premium, and the trade payables mainly regarding the

purchase of electricity and gas, the maintenance of the wind farms and other trade payables.

Other assets
These mostly comprise deferred tax assets, receivables from Tax Authorities for tax advances and advance payments

made against current provision of services.
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Other liabilities
These mainly concern the deferred tax liabilities calculated on the differences between the carrying value of recognised
assets and liabilities for financial reporting purposes and their corresponding tax basis (mainly concessions and fixed

assets, the estimate of income taxes owed for the period, and the provisions for liabilities and charges).

Net financial indebtedness

(EUR thousand) 31/12/2017 31/12/2016
Cash and cash equivalents 152,315 179,547
Bank account overdrafts (39) (19)
Restricted bank and postal deposits - -
Short-term net financial indebtedness 152,276 179,528
Financial receivables due from Group companies 49304 55,474
Financial receivables due from others 18,179 19,344
Financial assets 67,483 74,817
Total current financial assets 219,759 254,345
Payables to other lenders (1,936) (4,654)
Payables to parent companies 71 (156,553)
Payables to banks (143,846) (151,906)
Derivative payables (142) (247)
Total current financial liabilities (146,095) (313,360)

Receivables from others - -

Financial receivables due from Group companies - -

Total non-current financial assets - -

Payables to other lenders - _

Payables to parent companies (98,689) (93,005)
Payables to banks (970,891) (1,123,674)
Derivative payables (102,361) (136,066)
Total non-current financial liabilities (1,171,942) (1,352,745)

NET FINANCIAL POSITION (1,098,278) (1,411,759)
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ALTERNATIVE PERFORMANCE INDICATORS

To enhance comprehension of business performance, the operating results are also shown excluding non-recurring
items.

Recurring results are indicators that are not defined in International Financial Reporting Standards (IAS/IFRS).
Management deems that these indicators are important parameters for measuring the ERG Group’s operating
performance, and are generally used by operators in the petroleum and energy industry in their financial reporting.
Since the composition of these indicators is not regulated by the applicable accounting standards, the method used
by the Group to determine these measures may not be consistent with the method used by other operators and so
these might not be fully comparable.

The components used to determine the calculation of recurring results are described below.

Non-recurring items include significant income entries of an unusual nature.

Brockaghboy Windfarm Ltd. - IFRS 5

With reference to the Brockaghboy Windfarm Ltd. transaction, mentioned in the introduction, note that in the Notes
to the Consolidated Financial Statements, the accounting results of the assets being sold are indicated separately in
accordance with IFRS 5.

For greater disclosure, the results of the assets being sold as part of ordinary operations are shown and commented

in this Report.
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12 months
EBITDA 2017 2016
EBITDA from continuing operations 485.5 466.5
Contribution from discontinued operations (Brockaghboy) 2.3 -
IAS Reported EBITDA 487.9 466.5
Exclusion of non-recurring items:
Thermoelectric power - Hydroelectric power
Charges for company reorganisation - 0.3
Reversal of ancillary charges on extraordinary operations (Special Projects) 0.3 -
Wind Power
HR charges for company reorganisation - 0.9
Reversal of ancillary charges on extraordinary operations (Special Projects) 0.1 -
Ancillary charges on extraordinary operations - 0.9
Recurring EBITDA 488.3 468.6
12 months
AMORTISATION, DEPRECIATION AND WRITE-DOWNS 2017 2016
Depreciation of ‘continuing' operations (246.1) (253.7)
Contribution from discontinued operations (Brockaghboy) (1.3) -
Amortisation, depreciation and write-downs (247.3) (253.7)
Exclusion of non-recurring items:
Non-recurring items - -
Recurring amortisation and depreciation (247.3) (253.7)
12 months
GROUP’S NET PROFIT (LOSS) 2017 2016
Group’s net profit (loss) 136.6 95.4
Exclusion of non-recurring items:
Exclusion of effects of loan prepayment - 53
Exclusion of ancillary charges on special projects - -
Exclusion of ancillary charges on extraordinary operations 0.4 0.9
Exclusion of HR charges for company reorganisation - 0.8
Recurring Group net profit (loss) 137.0 102.5
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ERG POWER GENERATION S.P.A.
FINANCIAL STATEMENTS

The separate financial statements of ERG Power Generation S.p.A. for the year ended on 31 December 2017 were
drafted in accordance with the National Accounting Standards and with prevailing law governing the drafting of
financial statements, interpreted and added to the accounting standards issued by the National Board of Chartered
Accountants and the lItalian Accounting Body, and take account of the revisions and updates of prevailing Italian
accounting standards.

The comparative data of 2016 are presented with regard to the 2016 financial statements of ERG Power Generation
S.p.A. Note that in the "ONE Company” Project, ERG Power Generation S.p.A. incorporated, effective 1 January 2017,
ERG Renew Operations & Maintenance S.r.l. and ERG Renew S.p.A,, taking over all payables and receivables of the

merged companies.

YEAR

(EUR thousand) 2017 2016

Revenues from ordinary operations 721,932 626,370

Other revenues and income 8,207 6,903

TOTAL REVENUES 730,139 633,273

Costs for purchases (507,735) (432,463)
Changes in inventory 2,529

Costs for services and other operating costs (206,219) (181,806)
Personnel costs (27,930) (17,565)
EBITDA (9,216) 1,439

Economic-technical amortisation, depreciation and write-downs (1,769) (316)
EBIT (10,985) 1,123

Net financial income (expenses) 82,715 64,953

Value adjustments to financial assets and liabilities (200) 17
OPERATING RESULTS 71,530 66,093

Income taxes 6,954 10,673

PROFIT (LOSS) FOR THE YEAR 78,485 76,766
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Revenues from ordinary operations

Revenues from sales, amounting to EUR 645.4 million, mainly comprise the sale of electricity, steam, gas and other
utilities, essentially to GME, IREN Mercato, ISAB S.r.l. and other customers in the Priolo industrial district. Revenues
from sales include, in addition to the sale of electricity generated by the CCGT plant owned by ERG Power S.rl, that of
the Italian wind farms and of ERG Hydro S.r.l.

Revenues from services, equal to EUR 76.6 million, also include services rendered to subsidiaries for Operation
& Maintenance and BoP, i.e, management and maintenance of the wind aerogenerators and substations, for
approximately EUR 34 million.

Revenues from services also include operation and maintenance management services under the Operation &
Maintenance service agreement, provided during the period to ERG Power S.rl., Priolo Servizi S.c.p.A. and ISAB S.r.l.
The subject item also includes revenues for technical services and central staff services provided to the subsidiaries,

as well as Energy Management services rendered, predominantly to third parties and to Terna.

Other revenues and income

This item mainly includes the positive effect of the partial release of the risk provision relating to the Power CGU
- combined cycle plant that emerged in the 2011 impairment test on the financial statements of ERG S.p.A., and
transferred on 1 July 2014 to ERG Power Generation S.p.A., amounting to EUR 4,670 thousand.

The item also includes revenues from Jao S.A. for the sale of the unused transmission capacity and revenues from

the parent company for miscellaneous re-debiting.

Costs for purchases

Costs for purchases mainly include costs for the purchase of electricity, primarily from GME and from the subsidiaries,
as well as purchases of gas, primarily from Edison and Gazprom Export LLC for the CCGT plant owned by ERG Power
Sl

Costs for purchases include costs for raw materials acquired from third parties and subsidiaries to conduct

maintenance on the wind aerogenerators on behalf of the subsidiaries.

Costs for services and other operating costs

This item mainly includes the costs for services relating to the tolling fee paid to the parent company ERG Power Sr.l.
as part of the tolling contract.

The item also includes transportation costs linked to purchases of electricity and gas, as well as other costs for
services.

The subject costs also include maintenance costs essentially referring to costs for assistance, management and
maintenance services for the wind farms owned by subsidiaries.

Lastly, the item includes staff services rendered by the company ERG S.p.A.
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Personnel costs
This item amounts to EUR 27.9 million and reflects the cost of company personnel, which increased significantly in

2017 mainly as a result of the merger.

Amortisation, depreciation and write-downs
Economic-technical amortisation of EUR 1.3 million was allocated during the year for intangible fixed assets and EUR

0.4 million for tangible fixed assets.

Net financial income (expenses)

This item mainly comprises income from dividends and distributions of reserves collected during the year from
subsidiaries for about EUR 68.2 million, interest income from subsidiaries (for EUR 10.9 million) and the capital gain
from the increase in share capital in Orneta, through disposal at market value of the investment of subsidiary Blachy
Pruszynski — Energia SP.Z 0.0., for approximately EUR 5.4 million.

This item also includes financial charges that accrued on the loan taken out with the parent company ERG S.p.A. for

approximately EUR 1 million and other minor charges.

Value adjustments to financial assets
The netitem mainly includes the fair value of derivative instruments and the write-down of the investment in subsidiary

Creggan Wind Farm Limited, as the project did not obtain authorisation from the Scottish government.

Income taxes

Taxes on the net profit for the year amounted to EUR 7 million.
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STATEMENT OF FINANCIAL POSITION

(EUR thousand) 31/12/2017 31/12/2016
Fixed Assets 1,789,848 1,059,406
Net working capital 43,899 49,400
Employees' severance indemnities (3,199) (1,090)
Other assets 58,215 17,800
Other liabilities (15,012) (16,055)
NET INVESTED CAPITAL 1,873,751 1,109,461
Shareholders’ Equity 1,843,675 1,061,828
Medium to long-term net financial indebtedness - -
Short-term financial indebtedness 30,077 47,634
SHAREHOLDERS' EQUITY AND FINANCIAL DEBT 1,873,751 1,109,462

The net invested capital amounted to EUR 1,874 million at 31 December 2017.

Fixed Assets
Fixed assets primarily comprise financial fixed assets, mainly consisting of the shareholdings held in the fully-owned
subsidiaries ERG Power S.r.l. and ERG Hydro S.rl. and the investments arising from the merger of the renewables

companies.

Net working capital

Net working capital consists of trade receivables and payables vis-a-vis Group companies and third parties.

Other assets
They mainly comprise receivables from tax authorities and other receivables from Group companies. The item
also includes deferred tax assets, prepaid expenses and other assets paid as advances for the purpose of potential

development of wind farms abroad.

Other liabilities
These mainly comprise short-term tax payables, payables to Group companies and other payables. The item also

includes the other provisions for risks and liabilities.
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FINANCIAL INDEBTEDNESS

(EUR thousand) 31/12/2017 31/12/2016
Short-term bank borrowings - 13
Financial payables due to Group companies 252,850 119,781
Other short-term financial payables 2,071 247
Short-term financial liabilities 254,921 120,041
Cash and cash equivalents (3,210) -
Financial receivables due from Group companies (203,596) (55,382)
Other short-term financial receivables (18,038) (17,023)
Short-term financial assets (224,844) (72,405)
Total 30,077 47,635

Net financial indebtedness mainly comprises:

- other financial payables to Group companies, which mainly include the balance of zero balance cash pooling from
subsidiary ERG Hydro S.r.l, including the interest accrued, for a total of EUR 177 million, and the residual amount
reflects the balance of zero balance cash pooling from other subsidiaries;

- financial receivables from Group companies, which predominantly include the balance of zero balance cash pooling
from subsidiary ERG S.p.A., including the interest accrued, for a total of EUR 49.2 million, and financial receivables
relative to treasury and in favour of subsidiaries for EUR 154.4 million;

- other short-term financial receivables, which mainly comprise receivables from the ECC - European Commodity
Clearing, regarding the margin deposit and fair value of contracts stipulated (futures) for approximately EUR 14.1
million, receivables for the positive fair value of derivative financial instruments for about EUR 0.6 million and other

minor receivables.
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The following is an exercise to determine the 2016 pro-forma statement of financial position and income statement,
aimed at representing the transaction as if it had taken place on 1 January 2017, for greater information completeness

and data comparability.

ASSETS 2016
Notes EZE ei::t‘?loer: ERG Renew (f[;?al:;?]esw& .Merger Pro-forma
. SpA. S.p.A. Maintenance adjustments 2016
(amounts in EUR thousand) S.rl.
Fixed assets
Goodwill 1 - - - 3,754 3,754
Intangible fixed assets 4517 1,887 223 - 2,560
Tangible fixed assets 88 753 1,682 - 2,523
Financial fixed assets 2 1,058,867 743,652 60 (9,860) 1,792,720
TOTAL FIXED ASSETS 1,059,406 746,292 1,965 (6,106) 1,801,557
Current Assets
Inventories 3 - - 7,388 - 7,388
Receivables 200,274 63,504 5,340 (19,135) 249,083
Financial assets 4 55,859 108,417 804 (804) 164,275
Cash and cash equivalents - 598 640 - 1,238
TOTAL CURRENT ASSETS 256,133 172,518 14,172 (19,939) 422,884
Accruals and deferrals 159 7,045 280 - 7,484
TOTAL ASSETS 1,315,698 925,855 16,417 (26,045) 2,231,925
LIABILITIES 2016

Shareholders’ Equity 5 1,061,828 701,050 6,106 (6,106) 1,762,878
Provisions for liabilities and charges 8,327 217 - - 8,545
Employees' severance indemnities 1,090 560 1,724 - 3,374
Payables 6 244,453 224,006 8,353 (19,939) 456,872
Accruals and deferrals - 21 234 - 256
TOTAL LIABILITIES 253,870 224,805 10,311 (19,939) 469,047
TOTAL SHAREHOLDERS' EQUITY 1315698 925855 16,417 (26,045) 2,231,925

AND LIABILITIES
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INCOME STATEMENT 2016

Ezgel::tviv:r: ERG Renew ()E;Gral:ie:)r:gw& Merger Pro-forma
. S.pA. S.p.A. Maintenance adjustments 2016

(amounts in EUR thousand) S.rl.
VALUE OF PRODUCTION
Revenues from sales and services 626,370 128,044 28,737 (90,807) 692,345
Other revenues and income 6,903 1,799 27 (734) 7,995
TOTAL VALUE OF PRODUCTION 633,273 129,843 28,764 (91,541) 700,339
COSTS OF PRODUCTION
For raw, ancillary and consumable materials and goods (432,463) (116,034) (7,335) 89,389 (466,443)
For services (179,668) (20,798) (9,702) 2,152 (208,015)
For leased goods (495) (292) (944) - (1,730)
For employees: (17,565) (7,371) (7,159) - (32,096)
Amortisation, depreciation and write-downs: (1,377) (842) (350) - (2,563)
Changes nntetorie of rw ateras,anclary : S -
Provisions for risks - - - - -
Other provisions (46) - - - (46)
Management expenses (543) (254) (59) - (855)
TOTAL COSTS OF PRODUCTION (632,150) (145,591) (21,256) 91,541 (707,456)
R:\I:E%Rgg%E BETWEEN PRODUCTION VALUE 1123 (15,748) 7,508 _ (7117)
FINANCIAL INCOME AND EXPENSES
Income from equity investments 77,000 38,857 - - 115,858
Other financial income 201 11,764 15 (36) 11,944
Interest and other financial expenses (12,244) (4,763) (21) 36 (16,992)
Gains and losses on foreign exchange (4) - - - (4)
TOTAL FINANCIAL INCOME AND EXPENSES (C) 64,953 45,858 (6) - 110,805
Value adjustments to financial assets 17 - - - 17
PROFIT (LOSS) BEFORE TAXES 66,093 30,110 7,502 - 103,705
Income taxes for the year: current, deferred and prepaid 10,673 9,218 (2,425) - 17,466

PROFIT (LOSS) FOR THE YEAR 76,766 39,328 5,077 - 121,171
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ANALYSIS OF STATEMENT OF FINANCIAL POSITION UPON MERGER

Provided below is a summary disclosure of the main balance sheet items subject to the merger as 1 January 2017:

1. Goodwill

Until 31 December 2016, the company ERG Renew Operations & Maintenance S.rl. was wholly owned by ERG Renew
S.p.A. The merger by incorporation of ERG Renew Operations & Maintenance S.r.l. and ERG Renew S.p.A. into ERG
Power Generation S.p.A. involved, as a first step, netting of the investment of ERG Renew Operations & Maintenance
Srl. in ERG Renew S.p.A. (equal to EUR 9,860 thousand) against the shareholders’ equity of the subsidiary (equal
to EUR 6,106 thousand). As a result of the netting, the two values became a single amount of EUR 3,754 thousand,

recorded as goodwill, with an estimated useful life of ten years.

2. Financial fixed assets

The most significant impact is generated by the financial fixed assets of ERG Renew S.p.A., equal to EUR 743,652

thousand and broken down as follows:

+ EUR 456,372 thousand in equity investments in subsidiaries and companies under joint control of the ERG Group
operating in the Wind sector, which reflects the effects brought about by these acquisitions on its financial and
income situation, as well as the performance of all investees indirectly controlled by the Company. This item
included the investment in ERG Renew Operations & Maintenance S.rl. for EUR 9,860 thousand, netted following
the merger by incorporation, shown in the column merger adjustments;

+ EUR 287,280 thousand in other non-current financial assets, more specifically financial receivables due from Group

companies, fully consisting of loans to subsidiaries of ERG Renew S.p.A.

3. Inventories
The impact is generated by the inventories of ERG Renew Operations & Maintenance S.r.l, amounting to EUR 7,388
thousand and essentially comprising spare parts for the wind turbines, as well as the inventories of the foreign

branches (French and German), for a total of EUR 1,062 thousand.

4. Financial assets

Themost significantimpact was generated by the financial assets of ERG Renew S.p.A., equalto EUR 108,417 thousand,
predominantly comprising financial receivables due from Group companies, mainly related to the subsidiaries’ giro
accounts (for EUR 97,771 thousand) and receivables for interest accrued on loans granted to subsidiaries (EUR 9,678

thousand).
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5. Shareholders’ Equity
The shareholders’ equity of the merged companies is absorbed into ERG Power Generation S.p.A., for a total amount

of EUR 607,050 thousand, indicated separately in other shareholders’ equity reserves under “2017 Merger reserve”.

6. Payables

The most significant impact is generated by the payables of ERG Renew S.p.A., equal to EUR 224,006 thousand and

broken down as follows:

+ EUR 201,944 thousand in current financial liabilities, including EUR 199,799 thousand in financial payables due to
Subsidiaries by ERG Renew S.p.A. (subsidiaries and parent company) and other financial payables for EUR 2,144
thousand;

+ EUR 20,415 thousand in trade payables, regarding purchases of a commercial nature and other types of services

connected with operations, and other minor current liabilities.

NOTES ON THE RESULTS OF THE MAIN NON-CONSOLIDATED
SUBSIDIARIES, ASSOCIATED COMPANIES AND JOINT VENTURES

ISAB Energy Solare S.r.l.

The Company, a wholly owned subsidiary of ERG Power Generation S.p.A., is active in the renewable energy segment,
and specifically in the generation of electricity from solar power. The company owns a photovoltaic plant at the
industrial site of ISAB Energy S.r.l. in Priolo Gargallo (SR) for the generation of electricity with an installed power of
968 kW, which started commercial operations in 2011. In 2014, the 49% minority share was acquired from Princemark
Limited.

The company closed the year at 31 December 2017 with a slight increase.

Also note that the Group has investments in non-operational subsidiaries, as listed below:

+ ERG UK Holding Ltd;

+ Longburn WindFarm Ltd,

+ Sandy Knowe Wind Farm Ltd,;

+ WPFrance6S.as,;

+ ERG Development France S.a.s;

+ Rigghill Wind Farm Limited (joint venture).
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MANAGEMENT AND COORDINATION BY ERG S.P.A.

ERG S.p.A. carries out management and coordination activities with respect to directly and indirectly controlled

companies - respecting the managerial and operational autonomy of these companies, which benefit from the

advantages, synergies and economies of scale deriving from inclusion in the Group - represented, in particular, by:

definition of the business strategies and the corporate governance systems and shareholding structure;
determination of shared general policies with respect to human resources, information & communicationtechnology,
accounting, financial statements, taxes, procurement, finance, investments, risk management, legal and corporate

affairs, communications, institutional relations, corporate social responsibility and business development.

In this respect, we note that, with regard to the board resolutions of ERG Power Generation S.p.A. made in 2017, the

following should be added - in our opinion - to the above-mentioned paragraph:

Board of Directors’ meeting of 12 January 2017:

- point 2: Remuneration of the Chairman and Chief Executive Officer;

- point 3: Investments budget for 2017.

Board of Directors meeting of 7 March 2017:

- point 7: New transaction in the renewable energy sector in Germany; inherent and consequent resolutions.
Board of Directors meeting of 10 May 2017:

- point 3: Quarterly forecast for the annual investments budget;

- point 4: Financial and corporate restructuring in Poland;

- point 5: Capital increase in Brockaghboy Windfarm Ltd.

Board of Directors meeting of 9 June 2017:

- point 1: Refinancing of a number of subsidiary wind companies; inherent and consequent resolutions;

- point 2: New transaction in the renewable energy sector in Northern Ireland; inherent and consequent resolutions;
- point 3: Integration of Investments budget for 2017, inherent and consequent resolutions.

Board of Directors meeting of 8 August 2017:

- point 5: Quarterly forecast for the annual investments budget.

Board of Directors meeting of 9 October 2017:

- point 1: Operation within a new sector of renewable energy sources; inherent and consequent resolutions;
- point 2: New transaction in the renewable energy sector in France; inherent and consequent resolutions;

- point 3: Brockaghboy project; inherent and consequent resolutions.

Board of Directors meeting of 8 November 2017:

- point 3: Quarterly forecast for the annual investments budget;

- point 4: Update of the transaction in a new sector of renewable energy sources;

- point 5: Closure of branches in France and Germany; inherent and consequent resolutions.
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+ Board of Directors meeting of 13 December 2017:
- point 2: Review and approval of the 2018 investment budget;
- point 3: Brockaghboy project; inherent and consequent resolutions;
- point 4: Calendar of meetings of corporate bodies for 2018;

- point 7: Proposal for adoption of the ERG Group'’s Anti-Corruption Policy.

PRIVACY

In 2017, the ERG Group again invested adequate resources to maintain high levels of Compliance with regard to
privacy; the internal regulatory system as well as the system for appointments and proxies have been systematically
updated by aligning the latter with external regulatory changes as well as internal changes and for the purposes of
guaranteeing compliance with the provisions of the Privacy Code (ltalian Legislative Decree no. 196/2003) and the
Provisions issued by the Authority for the protection of personal data.

With regard to the regulatory restrictions arising from the introduction of the European regulation on the protection of
personal data (24 May 2016), the ERG Group is preparing to adopt all of the regulatory aspects which, in any case, will

become definitively and directly applicable in all EU countries starting from 25 May 2018.
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SIGNIFICANT EVENTS AFTER

THE REPORTING PERIOD

’I 2 ERG, through its subsidiary ERG

Power Generation S.p.A. completed

January
2018 the acquisition from VEI Green S,

investment holding controlled by
PFH S.p.A. and comprising leading Italian institutional
investors, of 100% of ForVei Srl, ninth largest
photovoltaic operator in Italy, with an installed capacity
of 89 MW.
The deal, which obtained the approval of the Antitrust
authorities, as well as that of the financing banks, marks
ERG's introduction into the solar sector and represents
a further important step in its strategy of technological

diversification in production from renewable sources.

’I 2 ERG, through its subsidiary ERG
Windpark Beteiligungs GmbH, signed

January
2018 an agreement with the Vortex Energy

Group to acquire 100% of the capital
of Windpark Linda GmbH & Co. KG, company that
holds the permits to build a wind farm in Germany
with power of 21.6 MW and an estimated production
at full capacity of approximately 50 GWh per year,
corresponding to approximately 39 kt of CO, emissions
avoided.

The project has already received authorisation
for construction and will participate in the auction
procedures during 2018. The estimated investment
for construction of the farm is approximately EUR 30
million, already including the consideration paid to

purchase the shares of the company.

Future construction of the plant, which will be situated
in proximity to other ERG wind farms that already have
216 MW of operations in Germany, is part of the growth
strategy for the country, optimising on capitalisation of
its industrial expertise in development, engineering

and construction.
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BUSINESS OUTLOOK

........................................................................................................................................

The expected outlook for the main operating and performance indicators in 2018 is as follows:

Non-programmable sources

With regard to Wind power in Italy, EBITDA is expected to decline, following removal of the incentive system in 2017 for
approximately 214 MW and the gradual removal of a further 72 MW during the year 2018; this decline is also due to the
lower price of the incentive for 2018, the value of which is determined based on the average electricity price recorded
in 2017, with a decrease of approximately 8 EUR/MWh on incentivised production.

EBITDA of Wind power abroad is expected to decline compared to 2017 due to decrease of the incentive in Romania
and only one green certificate, and following the sale of subsidiary Brockaghboy Windfarm Ltd, expected to be
completed within first quarter 2018.

In general, overall EBITDA of Wind power is therefore expected to fall; a good portion of this will be offset by introduction
of the Solar business, through the acquisition of 100% of ForVei S.r.l, ninth largest photovoltaic operator in Italy, with
an installed capacity of 89 MW, whose impact in terms of EBITDA is estimated at approximately EUR 35 million.

The overall result of Non-programmable sources (Wind and Solar) is expected to be lower than that of 2017.

Programmable sources

With regard to Hydroelectric power, growth in results is expected, due to a forecast of higher production than in 2017,
which was significantly below historic averages; this effect is partly offset by the lower price of the incentive from
which approximately 40% of production benefits, and from elimination of EUR 8 million in revenues in 2017 involving
the recovery of prior incentives.

Slightly lower results are envisaged for Thermoelectric power, mainly due to the declining expected generation
margins compared to the particularly positive values of 2017.

Overall, the contribution of Programmable sources is expected to increase compared to 2017.
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RISKS AND UNCERTAINTIES FACING THE BUSINESS OUTLOOK

With reference to the estimates and forecasts contained herein, it should be pointed out that actual results may
differ even significantly from those announced in relation to a multiplicity of factors, such as: future price trends,
the operating performances of plants, wind conditions, the impact of regulations for the energy and fuel distribution

industry and for the environment, and other changes in business conditions and in competitors’ actions.

Genoa, 6 March 2018

on behalf of the Board of Directors
The Chief Executive Officer
Pietro Tittoni

cﬁm



Notes to the Consolidated
Financial statements

---------------------------------------------------------------------------------------------------------
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STATEMENT OF FINANCIAL POSITION®

(EUR thousand) Notes 31/12/2017 31/12/2016

Intangible assets 1 597,822 204,304

Goodwill 2 125,932 -

Property, plant and equipment 3 2,171,306 970,681

Equity investments: 4 20,683 13,151
valued using the equity method 12,787 13,151
other equity investments 7,896 -

Other non-current financial assets 5 39,233 2,032
of which with related parties 40 2,630 -

Deferred tax assets 6 116,625 39,291

Other non-current assets 7 45,402 9,754
of which with related parties 40

Non-current assets 3,117,003 1,239,213

Inventories 8 20,596 5,656

Trade receivables 9 256,090 171,032
of which with related parties 40 2,054 4,308

Other current receivables and assets 10 74,357 23,451
of which with related parties 40 28,853 10,7149

Current financial assets 11 67,484 72,406
of which with related parties 40 49,181 55,382

Cash and cash equivalents 12 151,022 15,513

Current assets 569,549 288,057

Assets held for sale 27 81,526 -

TOTAL ASSETS 3,768,077 1,527,271

Group Shareholders’ Equity 13 1,951,102 1,075,048

Minority interests - -

Shareholders’ Equity 1,951,102 1,075,048

Employees' severance indemnities 14 5157 2,744

Deferred tax liabilities 15 250,622 94,412

Provisions for non-current liabilities and charges 16 46,704 1,449

Non-current