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17.5 TWh (-0.2%) and geothermal production, at 5.8 TWh (-1.4%). The percentage represented by
renewable sources fell from 34% in 2016 to 32.3% in 2017.
Earnings coming from thermoelectric plants, in Teverola and Sparanise in particular, showed a Increase in
significant increase compared to the figures seen in 2016. Contributions to this result came from both earnings from
Terna’s greater usage of the Dispatching services market (Msd) and the noteworthy increase in the power plants
National single price (Pun) seen over the year.
In August 2017 a fire broke out in the Sparanise plant, causing damage to one of the power station’s
two modules and leading the module itself to be non-operational until the repair works are completed,
which is expected for the end of the first quarter of 2018. The Ortona plant’s performance continues to
be problematic, located as it is in an area with scarce demand on the Dispatching services market
(Msd), even though results improved compared to the previous year.
During the first half-year, with resolution 300/2017 of 5 May 2017 Arera launched an initial phase of
pilot projects for consumption units and non-authorised units participating in the Msd, including various Reform of the
forms of aggregation according to geographical parameters. The pilot projects define the forms of electricity market
return for auxiliary services not currently remunerated.
Furthermore, with resolution 419/2017 Arera approved new transitory regulations for actual
imbalances, which calls for the introduction of macro-zone no-arbitrage compensation as of 1 July
2017, the application of a new method for calculating the positive or negative zone aggregate
imbalances as of 1 September 2017, and the reintroduction of “single pricing” mechanisms for
dispatching points of non-authorised units, maintaining instead mixed “dual pricing” system for
consumption units, in order to contrast programming strategies that are not diligent towards the
system.
As regards electricity and environmental certificate trading, a drop in earnings was seen in 2017 Electricity trading
compared to 2016 due to the circumstantial effects of the unavailability of French nuclear plants in the performance
fourth quarter of the previous year.
The management/optimisation of Hera Comm Srl’s acquisition portfolio, through operations on the
stock exchange and on over the counter (Otc) platforms, was particularly incisive.
Commodity and exchange risk management proved once again to be particularly appropriate, allowing Price risk
for a unitary and efficient management of price risk, which supported commercial activities in the gas management
and electricity areas, in compliance with Group policies.
EU Directive 201/65/UE MiFID II became effective as of 3 January 2018. This directive increases Adaptation to
interactions between the world of finance and commodity markets, extending to energy sector MiFID II
operators a series of obligations typical of financial instruments. In particular, the notion of financial requirements
instrument has been further enlarged to include quotas and derivatives on commodities settled
physically even if negotiated in organised trading facilities (Otf). The result is that trading these goods,
priorly not regulated, will be subject to the requirements concerning authorisation, governance and
capitalisation foreseen by regulations for financial intermediation services.
A few exemptions are however envisaged in the application of regulations on financial intermediation
for subjects operating on quotas and derivatives on commodities on their own account, or providing
other investment services in commodity derivatives or quotas to customers or suppliers of their main
activity.
The Group companies falling within the scope of application of these regulations, and Hera Trading Srl
in particular, have taken measures to adapt, in terms of instruments and procedures, in order to meet
the foreseen requirements.

The macroeconomic condition of the eurozone is decidedly robust, marked by the impulsive trend
created by the climate of trust confirmed in the area, leading to highs since 2011. The economic
sentiment indicator (Esi) in the eurozone confirms the favourable positioning of the economic cycle,
now in a phase of system expansion. The amenable orientation of fiscal policy, which intensified over
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the last year and is destined to persist over the upcoming two years, is a further factor that lends
support to the economic situation.
Italy as well recorded positive economic recovery, which accelerated thanks to reforms and a more
solid banking system, as is confirmed by the upgrade given by rating agency Standard & Poor’s (S&P)
on 28 October.
Europe’s economic system now appears to be unhampered by the deflationary risks affecting it until
last year, but the rise in prices continues to fall short of the goals set by the Central Bank. Expectations
for an appreciable recovery in inflation have not as yet been met, with the general inflation rate settling
under 1.4% and the core inflation rate (not including more volatile components, such as oil and food
prices) remaining even more moderate, coming to 0.9%. The resilient growth has not yet been followed
up by pressure towards an increase in prices.
This very moderate rise in prices justifies the extension of quantitative easing (QE) decided by the
ECB: acquisitions will be protracted for 9 further months at the slower pace, as of January 2018, of
€ 30 billion per month until September. During the meeting held on 14 December, Draghi confirmed the
path set out in October, underlining that progress in inflation must be able to sustain itself
autonomously, without the help of monetary policy. Growth estimates have been corrected sharply
upwards, while inflation is not forecasted to reach 1.7% before 2020.
In terms of interest rates, there will be no signs of increase until the normalization of monetary policy is
completed.
The American Central Bank (Fed), instead, raised interest rates by 25 bps in its meeting held on 13
December, given that it is in a different cyclic position than the eurozone. Even though growth is now
stronger and more solid in Europe than in the US, the latter is in a more advanced phase as regards
nominal wages, which have responded to the increase in employment, a phenomenon that has not yet
been seen in Europe.

Economic
surveys
confirm and
excellent state of
health in the
eurozone

ECB:
interest rates
unchanged,
gradual reduction
in QE

The spread between European government bonds, in spite of being significantly tempered by QE,
continues to continues to indicate a difference in sovereign risk among eurozone member countries. At
the end of the year, the spread between the Italian BTP and the German Bund stayed at much the
same level as the previous year, despite the increases seen over the first six months with peaks of
over 200 bps.
In spite of this, Hera’s 10-year spread did not suffer any consequences, thanks to the consolidated
trust shown by investors and its stable creditworthiness, allowing it to remain approximately 73 bps
lower than the Btp-Bund spread over the same period of time.
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The Group gives constant attention to a financial management capable of maximising its yield profile
while maintaining a cautious risk strategy. The average cost of debt has been optimised through forms
of liability and financial risk management aimed at seizing favourable market opportunities. In
particular, in March, a pre-hedge operation was carried out on the upcoming maturity date to be
refinanced in 2019, allowing a particularly low rate to be set for the next issuance, lower than 1%.

Pre-hedge to
optimise the cost
of debt
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To support liquidity risk indicators and optimise the costs/convenience of funding, the Group has
obtained committed credit lines amounting to € 300 million, with an average age of two years and eight
months.

A list is provided hereunder of the policies and principles involved in financial risk management and
control, including liquidity risk with the related default risk and debt covenants, interest rate risk,
exchange rate risk and rating risk.
Liquidity risk
The Group attempts to match the maturities of its assets and liabilities, linking its investments to
sources of funds that are consistent in terms of maturity and manner of repayment, taking into account
the refinancing requirements of its current debt structure.
Liquidity risk refers to a company’s potential failure to meet its financial obligations, due to an inability
to obtain new funds or sell assets on the market.
The Group’s objective is to ensure such a level of liquidity as to make it possible to meet its contractual
obligations under both normal and critical conditions by maintaining available lines of credit, liquidity
and a timely start of negotiations on maturing loans, optimizing the cost of funding on the basis of
current and future market conditions.

Proactive liquidity
management

The table below shows the ‘worst case scenario’, where no consideration is given to assets (cash,
trade receivables etc.) and emphasis is placed on financial liabilities, both principal and interest, trade
payables and interest rate derivatives. All demand loans are called in while other loans mature on the
date when repayment can be demanded.
31 Dec 17

Worst case scenario

31 Dec 16

from 1 to 3 from 3 months
months
to 1 year

(mn€)
Bonds

from 1 to 2
years

from 1 to 3 from 3 months
months
to 1 year

from 1 to 2
years

38

76

471

38

76

76

191

63

59

76

77

57

Trade payables

1,396

0

0

1,271

0

0

Total

1,625

139

530

1,386

153

133

Debts and other financial liabilities

Adequate
liquidity for a
worst case
scenario

In order to guarantee sufficient liquidity to meet every financial obligation for at least the next two years
(the time limit of the worst case scenario shown above), at 31 December 2016 the Group had € 451
million in liquidity, € 300 million in unused lines of credit and a substantial amount that can be drawn
down under uncommitted lines of credit (roughly € 720 million).
The lines of credit and the corresponding financial assets are not concentrated on a specific lender, but
distributed among major Italian and foreign banks, with a usage much lower than the total available.
The Group’s financial structure is both solid and balanced in terms of composition and time to maturity,
bringing liquidity risk to a minimum even in the event of particularly critical scenarios.
The amount of debt that matures within the year comes to 7.3%, and the amount of long-term debt
comes to roughly 92.7% of total financial debt, of which approximately 78.6% consists in bonds with
repayment at maturity. The average term to maturity is over seven years, of which 66% maturing
beyond 5 years.
The table below shows cash outflows broken down by annual maturity, within and beyond five years.
Debt nominal flow (mn€)
Bonds

31 Dec 18

31 Dec 19

31 Dec 20

31 Dec 21

31 Dec 22

Over 5 years

Total
2,620

0

0

395

0

290

1,935

Bank debt/due to others

243

54

49

47

46

275

713

Total

243

54

443

47

336

2,210

3,333
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