-

R, 1 '-_._ Y _‘:_ Can
G L= S e

984,6

ny
Y

266,8

.
396,2

million million million

Ebitda Net profit Investments
ROE 9,9, ROI19,2.. 2,56«
Return Return Net debt/Ebitda
on Equity on Investment ratio




Regulatory framework and regulated revenues

Relevant legislation

Among the legislative measures introduced in 2017 with the greatest consequences for the Hera
Group, particular attention must certainly be given to the Consolidated Act on governance for
companies with public shareholders and the approval, through a vote of confidence, of the 2018
Budget and the three-year budget covering 2018-2020.

On 26 June 2017, amendments to the “Consolidated law on companies with public shareholders” were  Consolidated law
published in the Gazzetta Ufficiale della Repubblica no. 147. This measure responded to a twofold ~©n companies
need: on the one hand, to fully implement enabling Act 124/2015, which provided for the possibility that lvr']t:rsﬁ:llézrs
the Government finalize legislative decree 175/1206 by means of corrective decrees to be adopted

within twelve months of the effective date of the latter; on the other, to adapt to the recent

Constitutional Court ruling no. 251/2016, which declared the constitutional illegitimacy of Act 124/2015,

regarding the part regulating the procedural rules for adopting decrees implementing the reform.

Issuing this Consolidated law created a unitary body of legislation concerning publicly held companies,

whose merit consisted in its organically conceived rules covering a broad and complex subject matter,

regulations for which had previously been fragmentary and, in no few cases, uncoordinated and

irregular. The new Consolidated law, indeed, beginning with an analysis of the requirements to be

respected in order for public administrations to acquire or hold shares in companies, extended its

scope of application to virtually all aspects linked to managing these companies: from legitimate

activities to pursuable goals, and from requirements for administrators to financial norms for public

bodies.

On 29 December 2017, the 2018 Budget and the three-year budget for 2018-2020 were published in  Arera:

the Gazzetta Ufficiale della Repubblica. Commas 305 to 308 gave the Authority for electricity, gas and  regyiating
the water system the function of regulating and controlling the waste cycle, now expressly included authority for
among network services. As a consequence of these broadened responsibilities, the Authority took on  energy, networks
the name of Regulating authority for energy, networks and the environment. and the
The tasks given to the Authority include: issuing directives for separate management accounting and environment
administration; providing indications as to service quality levels and monitoring how services are

dispensed; defining and updating methods for defining tariffs; approving tariffs proposed by the specific

governing body for integrated services and by single managers of treatment plants; defining model

contracts for services; verifying that specific plans are correctly drafted; presenting an annual report to

the Italian parliament on the state of service regulations.

Gas, electricity and integrated water service regulations

Among the new features that appear in regulations approved by the Authority in 2017, those with the
greatest consequences for the Group include: measures heralding the end of protected energy
services; new ways of recognising the costs involved in gas measurement; a redefinition of the tariff
structure for general charges for non-household electricity customers; the completion of regulations for
the integrated water service.
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The Authority continued in its adoption of measures aimed at bringing the sector to abandon protected
services in retail markets, with their consequent complete liberalisation taking place as of 1 July 2019.

In particular, the Authority, by way of resolution 555/2017/R/com, approved regulations for Free price
offers with conditions equivalent to protected services (so-called Placet offers), marked by general
supply conditions fixed by the Authority except for the economic conditions that must necessarily be
inserted by each single operator on the free market within its own list of offers. Arera furthermore
redefined regulations for the minimal mandatory contractual conditions applicable to all free market
offers not included among Placet offers. Lastly, these measures established that, for “Similar to
Protected” contracts expiring after 12 months, if the customer does not choose otherwise, the contract
may be prolonged for a further year under the same contractual and economic conditions (without
however newly applying the non-recurring discount); only following this second year in which “Similar to
Protected” conditions are applied will it be required, barring a different choice by the final customer, to
apply a Placet offer, following the procedures set out by the Authority. With resolution 848/2017/R/com,
the Authority furthermore provided for the launch of the Offer portal, whose functions will include
collecting and comparing current offers on the retail market, through the integrated information system.

Following the verdicts of the Tar and the State Council on appeals against the previous regulations for  Transitory
system charges set out in the Code for Electricity Transmission Networks (Cade), with resolution regulations for
50/2018/eel for transmitting companies and consultation 52/2018/R/eel for sales companies, the collecting general
Authority implemented transitory regulations (given that indications from the legislature are lacking) for f:i;:‘;g:frrigﬁi
collecting general system charges in the electricity sector. Resolution 50/2018 confirms the current ...,

system for collecting general system charges, introducing a mechanism aimed at reintegrating system

charges paid by transmission companies to Csea and Gse which have not been collected and cannot

be recovered by sales companies. Similarly, with consultation 52/2018 the Authority illustrated its own

orientation concerning the rules for reimbursing to sales companies all system charges that have

already been paid to transmission companies but not collected and impossible to recover due to

arrearage in final customers. The consultation proposes that safeguarded contracts be included in the

mechanism as of 2019.

With resolution 904/2017/R/gas, the Authority adopted measures for the recognition of costs involved

in gas metering services for the two-year period 2018-2019. The main indications concerned, first and 2018 —2019:
foremost, the capital and operating costs related to remote reading and remote management systems (r;iise“r;?:g e
and concentrators, for which a cap on recognition of carrying amounts for 2018 coming to 5.24 recognition of costs
euro/redelivery point provided with a functional electronic measurer has been foreseen, with a gradual related to gas
decrease of 0.50 euro/year for the following years. Standard costs have furthermore been set to be metering
applied to meters installed in 2018 and 2019, and the amount of sharing compared to the carrying

amounts has been defined progressively and asymmetrically. The method for recognising costs

involved in verifying meters has been revised, calling for a rationale in which costs are recognised in

the final balance for 2018-2019, considering the impact of new regulatory obligations in this area. In the

same resolution, the Authority also postponed to February 2018 the definition of the obligations through

to 2020 involved in the project for substituting traditional meters with electronic meters. Lastly, the

resolution postponed to the end of 2018 the Authority’s definition of the method through which to refer

to standard costs for recognising investments in distribution, which is therefore expected to be seen as

of the 2020 tariffs, referring to investments made in 2019.

During 2017, the Authority held consultations for the initial orientation as to the new tariffary regulations
for electricity transmission and distribution, focused around controlling overall expenses (Totex):
according to consultation 683/17/R/eel, this would only apply to the top five distribution operators
nationwide, thus excluding Group companies. The orientation expressed by the Authority in the
aforementioned consultation involves, on the one hand, ensuring that the new approach is
implemented gradually, conserving for the existing stock of capital the amount already recognised in
the tariff and maintaining a building block tariffary structure (remunerating capital, amortisations and
operating costs), and on the other, inserting innovative elements such as a system of incentives for
operators who succeed in making accurate forecasts for expenses and who, above all, succeed in
recording a total expense lower than the one defined by the Authority.

Once again concerning electricity transmission, the Authority postponed by one year, deferring it to 1
January 2019, the last phase of the tariff reform for household customers, which calls for tariffs
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differentiated according to brackets of consumption to be abandoned as regards general system  The completion of
charges as well. The Authority concluded, instead, the general tariff structure for non-household imegfated water
customers, effective as of 1 January 2018, providing for two groupings: general charges related to ~ Service regulations
sustaining renewable energy and cogeneration (Asos), separating the latter between high energy Ezdt;:sndg;?:;&?éo
consuming customers and supported customers, and the remaining charges (Arim), for which a (eguiations
trinomial structure for costs will be applied, characterized by three rates: an energy rate, a fixed annual

rate and a fixed power rate.

In 2017 the Authority virtually completed the process of regulating the integrated water service,
bringing it into line in many ways with the fully mature energy regulations, but taking into account the
specific features of this sector.

Resolution 917/2017/R/idr is highly significant for the integrated water service, and approves the
consolidated text on technical quality for services (Rqti), effective as of 1 January 2018 for monitoring
indicators and as of 2020 for the related system of incentives. The regulations call for both specific
standards tied to programmed services suspensions, and six macro-indicators (associated with a few
other general standards), each of which is subdivided into various clusters in which managers will be
situated. For each class, a goal for improvement (or conservation) to be reached annually has been
set, for which the investment plan concerning the necessary infrastructural interventions will be defined
within 30 April 2018. Reaching these goals is linked to a system of bonuses/penalties, which can be
accessed only after respecting a few prerequisites, which are valid at the level of single local areas.
The system of incentives is sustained by a tariff equalisation component and, only partially, by a rate
applied to operating costs, yet to be defined. The mechanism is based on two levels of
bonuses/penalties: an initial level for operators who are already in the highest class (so-called
conservation class, i.e. those operators whose performance already outdoes the others) and a second
level of bonuses/penalties that follows variations in the operator’s performance from year to year.

Regulations in technical quality are closely connected to tariffary regulations, which through resolution
918/17/R/idr define the ways in which two-year updates are introduced, as foreseen by the Mti-2 text,
intended to update the tariffary multiplier in 2018 and 2019. The two-year balance will be based on
adjustments involving operating and financial data based on 2016 balance sheets and 2017 provisional
balance sheets, inflation rates for updating operating costs, and changes in the rate of deflation for
fixed gross investments for updating capital costs. As regards the recognition of financial and fiscal
charges, note the increase of the water utility risk premium, from 1.5% to 1.7%. The update
furthermore takes into consideration current fiscal norms concerning taxes on yearly income, reducing
the Ires rate from 27.5% to 24%, with an ensuing decrease in the T parameter, that reflects the overall
tax rate, from 34.2% to 31.9%.

Once again regarding tariffs, and charges applied to service users, resolution 665/2017/R/idr approved
the Integrated text on charges for the water service (Ticsi), with which local government bodies (Egato)
are given the mandate of resolving on new tariff subdivisions within 30 June 2018, calling for a per
capita tariff to be applied in all regions as of 1 January 2022, with a transitory period set as 2018-2022,
regulated while waiting for a complete user registry to become available. This resolution also includes
new methods for calculating tariffs for industrial waste water discharged into the public sewage system,
moving towards a concrete and clear application of the EU principle that “those who pollute more pay
more”. The new subdivision of tariffs will also be influenced by the new social water bonus, introduced
with resolution 897/17/R/idr (Tibsi), applied to resident household users. During the initial phase of the
system, users will be able to request it as of 1 July 2018, with the bonus being valid as of 1 January
2018. The Sgate-Anci system, used for managing the social bonus in energy sectors, will be introduced
to this purpose. The social bonus will be defined on the basis of the subsidised tariff set by each local
government body and financed by an equalising component which increases charges for the aqueduct
service. The bonus may be increased by an additional benefit, covered by a new Op social tariff
component. The resolution furthermore granted operators the capacity to withhold the bonus for any
unpaid amounts in arrears, communicating this capacity to the user in question. As regards regulations
on arrears, the procedure is coming to a conclusion: consultation 80/2018/R/idr proposed orientations
similar to those used in the energy sectors, for example in the default process, at the same time
containing significant elements to protect customers in arrears.
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Gas distribution: tariffary framework

2017 was the fourth year of the fourth regulatory period (2014-2019) of the gas distribution and
metering tariff system, governed by reference text RTDG, updated for the three-year period 2017-2019
by resolution 775/2016/R/gas.

The tariff system is consistent with the previous year and entitles each distributor to certain revenues,
defined by the Authority on the basis of recognised costs and expressed by both reference tariffs
(according to the investments made and inflation), to which the average number of delivery points
served during the year is applied; this mechanism ensures that revenues are independent from
variations in volumes distributed. This result is obtained by specific tariff equalisation mechanisms
whereby distributors, through the Energy and environmental services fund (CSEA), adjust the
differences between their own permitted revenue and the revenue ensuing from invoicing to sales
companies (defined by applying to customers the obligatory tariffs set by the Authority for the various
macro-regional areas). In particular:

invested capital acknowledged in tariffs in year t (2017) covers investments made until year t-1 (2016),
and takes into account updated inflation (the deflator for gross fixed investments in 2017 came to
+0.3%). This capital is then remunerated by applying the rates of return set by the Authority, which are
different for distribution and metering, and came to 6.1% and 6.6% respectively for the three-year
period 2016-2018, in line with the regulations introduced by reference text Tiwacc (resolution
583/2015/R/com). Distributors are furthermore entitled to an amount of tariff amortisation calculated on
the basis of the regulatory useful lives set for each type;

recognised operating costs are updated by the Foi inflationary indicator published by Istat, whose effect
in updating the 2016 rates came to -0.12%. Unlike the components covering operating costs for
measuring and sales (which are the same for all companies), those involved in distribution are
differentiated according to the size of the enterprise and customer density. The annual production
improvement factor (x-factor) differs according to the size of the company and was set at 1.7% for
Inrete Distribuzione Energia Spa and AcegasApsAmga spa (large-scale distributors) and 2.5% for
Marche Multiservizi spa (medium distributor).

Based on these principles, with resolution 220/2017/R/gas the Authority approved the provisional
reference tariffs for 2017 (based on an estimate of investments made in 2016), while approval of the
definitive reference tariffs, which will take into account investments recorded in 2016, is due to be
completed within February 2018.

Within the consolidated scope of the Hera Group, at 31 December 2017 the companies Inrete
Distribuzione Energia Spa, AcegasApsAmga Spa and Marche Multiservizi Spa operate in gas
distribution and metering.

In the present financial statement, the revenue covering the underlying cost of amortisation related to
investments made in 2016 is recognized on an accrual basis.

Based on the elements described above, in 2017 revenues in gas distribution and metering for the
Hera Group amounted to € 234.3 million, for 2.951 million m® of volumes distributed, with a
corresponding revenue of 7.94 € cent/m°. This revenue already includes an anticipation of the definitive
reference tariffs and therefore reflects a reasonable estimate of the effects of tariff equalisation.
Compared to 2016, and corresponding to a 0.5% rise in volumes distributed, a € 3.7 million increase in
revenues was seen. This result is due to various factors, including an increase in the component
covering commercialisation services recognised by Arera, the recognition of operating costs dating to
previous years concerning remote reading systems and concentrators, and an increase in investments
for measuring, which is associated with a shorter regulatory useful life than distribution.

Gas distribution and metering - Regulated revenue 31 Dec 17 31 Dec 16 % Change

Hera Group consolidated

- revenue (mn€) 2343 230.6 1.6%
Volumes (mn/m3) 2,951 2,935 0.5%
average revenue per unit (Ecent/m3) 7.94 7.86 11%
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Revenues here refer to a Rab at 31 December 2016 coming to roughly € 1,086 million, pertaining to
assets owned by the Group.

Electricity distribution: tariffary framework

2017 was the second year of the fifth regulatory period governed by resolution 654/2015/R/eel, with
which the Authority approved the comprehensive texts for electricity transmission, distribution and
metering. The duration of the period was extended to eight years, subdivided into two clearly
distinguished four-year periods (NPR1 2016-2019 and NPR2 2020-2023). The criteria used for tariffs in
NPR1 are largely consistent in their method with regulations in force until 2015, except for a few new
elements: the regulatory lag has been reduced to one year as regards return on capital, the recovery of
investments through tariffs has become slower for electricity lines and connections due to their longer
useful lives, and lastly investments in commercialisation and low-tension metering are accurately
recognised. Operating costs recognised for 2017 have been updated by applying the price-cap method
to the 2016 figures, updated for inflation with a change coming to -0.12%, and an efficiency correction
based on an x-factor coming to 1.9% for distribution and 1% for measuring. The x-factor rates were set
by the Authority with the aim of gradually including the production recovery achieved in the third and
fourth regulatory period.

In the present financial statement, the revenue covering the underlying cost of amortisation related to
investments made in 2016 is recognized on an accrual basis.

In the context described hereto, the Authority, for the Hera Group companies concerned (Inrete
Distribuzione Energia Spa and AcegasApsAmga Spa):

with resolutions 188/2017/R/eel and 199/2017/R/eel, in March 2017, definitively set the reference tariffs
for 2016 distribution and metering (completing them, compared to the provisional tariffs approved the
previous year, by including definitive investments recorded for 2015 instead of the estimates priorly
stated);

with resolutions 286/2017/R/eel and 287/2017/R/eel of 28 April 2017 approved provisional reference
tariffs for 2017, respectively applied to distribution and metering (including the priorly stated estimates
for 2016, communicated by operators to the Authority in November 2016).

By regulation, the definitive reference tariffs for 2017 distribution and metering are expected to be
published within February 2018, brought to completion compared to the provisional ones by including
investments recorded in 2016.

The rate of return on invested capital for distribution and metering services during the three-year period
2016-2018 came to 5.6%, in line with the regulations introduced by the Tiwacc (resolution
583/2015/R/com).

Within the context described above, Group revenues for electricity transmission, distribution and
metering for 2017 amounted to € 92.8 million, up € 2.2 over 2016; volumes distributed also rose. Within
a stable tariffary framework, increases in revenues are essentially tied to natural updates of the limit
(recognition of investments and inflation and efficiency factors) and accrued remuneration.

Electricity distribution and metering - Regulated revenue 31 Dec 17 31 Dec 16 % Change

Hera Group consolidated

- revenue (mn€) 92.8 90.6 2.5%
- volumes (min kWh) 3,046 2,993 1.8%
- average revenue per unit (€cent/kWh) 3.05 3.03 0.7%

Revenues here refer to a Rab for electricity distribution and metering estimated at roughly € 379,
predominantly related to assets owned by the Group.

Water cycle: tariffary framework
2017 was the second year of the four-year tariff period MTI-2, defined by the Authority with resolution
664/2015/R/idr. National tariffary regulation of the water system was introduced by the Authority
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beginning in 2012, with an initial two-year period (2012-2013) consisting of transitory regulations
(MTT), a following, fully functional two-year period (2014-2015; MTI) and a second regulatory period,
2016-2019 (MTI-2). Regulations for 2016-2019 are in line with those for 2014-2015; each operator is
assured a revenue (VRG) defined on the basis of the operating and capital costs recognised by the
aforementioned tariff method, making revenues independent from any changes in volumes distributed.
This is ensured by a tariff balancing mechanism that permits operators to recover (in the VRG of the
two following years) the differences between recognised revenues (VRG) and the actual turnover
resulting from volumes sold.

Recognised operating costs are subdivided into: a) endogenous costs (for which an efficiency factor
has also been foreseen), b) exogenous and updatable costs, mainly concerning the cost of purchasing
raw materials, electricity, and fees. The former are referred to 2011, applying the FOI inflation rate
published by Istat; the latter are updated by referring to the appropriate tariffary year and act as a
balancing element, to recover any deviations between the figures inserted within the VRG and that
which was actually sustained and declared.

Capital costs refer to investments made until two years earlier, and cover the costs of amortisation as
well as financial and fiscal charges.

In this financial statement, the revenue covering the underlying cost of amortisation related to
investments made in 2016 is recognized on an accrual basis.

In 2014, furthermore, owing to provisions included in the Authority’s tariffary resolution 643/2013/R/idr,
the Emilia-Romagna local agency for water and waste services (Atersir) has defined the tariff
adjustment entries relating to periods prior to 2012 and not already considered in the calculation of
previous tariffs; those entries are expected to be recovered as of 2015 and will end in 2018.

Revenues from tariffs rose compared to 2016 by 3.6%, as an effect of the tariff balancing provided for
by the application of the resolved VRG, and bonuses for contract quality (operative beginning 1 July
2016) owing to commitments for standards superior to those set out in the Authority’s resolution

655/2015/R/idr.
Hera Group Consolidated Water cycle - Revenue from tariff 31 Dec 17 31 Dec 16 % Change
Revenue from tariff (mn€) 625.5 603.9 3.6%
volumes (mn/m3) 303 300 1.0%
average revenue per unit (Ecent/m3) 206.6 201.3 2.6%

Urban waste: tariffary framework

The service of urban waste management is offered on the basis of conventions established with
provincially defined Agencies (which have now come together in the Regional agency for Emilia-
Romagna water and waste services, Atersir), which regulate, in addition to the forms and organisation
of the service, the economic aspects of contracts. The sum pertaining to the operator for services
offered is defined annually, in line with the provisions of Dpr 158/1999, integrated, beginning in 2013,
by regulations concerning first the Tares and then the Tari.

Acting through the Tari, single Municipalities purchase resources covering costs sustained by
operators in carrying out services in sweeping, collection and disposal; as of the year in which the
Tares was established (2013), control and payment collecting were assigned to Municipalities who, in
some cases, entrusted them to Hera.

Out of respect for the principle of continuity in public services, and according to conventions currently in
force, the operator is required to continue offering services in areas in which the deadline for
assignment has already passed, until new assignments are made; for expired concessions, Atersir has
already initiated the procedures for new assignments.

At December 2017, urban waste management services were offered in 188 municipalities, 32% of
which chose to entrust Tari controls and payment collecting to the Hera Group.

A comparison between the uniform and consolidated data of the Hera Group shows the following
figures:
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Hera Group Consolidated Urban waste - Revenue from tariff 31 Dec 17 31 Dec 17 % Change
Revenue from tariff (mn€) 5344 525.1 1.8%
Users reached 3,310 3,310 0.0%
Average revenue per unit (€/user) 161.4 158.7 1.7%

Revenues regulated by the SGRUA rose by 1.8%, mainly owing to the tariffary updating resolved by
local agencies, owing in particular to developments in sorted waste services.





