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It is with the greatest esteem and affection that the ERG Group remembers Riccardo Garrone,who died

on 21 January 2013.For over 40 years he guided this Group to innumerable successes with his unbridled

passion, courage,wisdom and far-sightedness.

His extraordinary humanity and his untiring social and civic engagement, always for the good of his

country, his city and his people,will live long in the hearts of those that knew him.

Thank you Dottore, you will always be by our side.

ERGwill continue in your name.



6

LETTER TO THE SHAREHOLDERS

Dear Shareholders,

the year 2012 has definitively been a positive year for the ERG Group, both in terms of

economic-financial results – marked by a strong return to profitability – as well as the

attainment of important objectives pertaining to the development of the portfolio of assets,

with significant growth in the sector of renewable energies and a simultaneous decrease in

exposure to the refining sector.We are convinced that the path we have taken thus far has

strengthened the foundations on which to build the future growth of ERG: the Strategic Plan

which was recently presented to the financial community continues to seamlessly develop

the major changes which have been implemented from 2008 to today and outlines the

strategies in the upcoming three years which aim to consolidate the attained results and to

further develop renewable energies.

With regard to development of the business portfolio, additional important steps have been

taken during the course of 2012 in order to reduce the Group’s exposure to the refining sector

which is characterized by a continuing state of crisis: in September the closing related to the

exercise of the put option for 20% of the share capital of ISAB was completed; this operation

allowed ERG to further reduce its shareholding in ISAB,with the latter now aminority interest.

The compensation paid by LUKOIL was circa EUR 485 million, including the value of the

warehouse, which contributed to reducing indebtedness and strengthening the financial

structure of the Group in order for the latter to continue its growth path in sectors that are

considered less volatile andmore profitable. It should also be noted that the agreement with

the partner provides ERGwith the possibility to exercise the put option for the remaining 20%

of the share capital of ISAB in themonth of October 2013,with a consequent commitment of

the parties to implement all that is necessary in order to finalize the transaction within the

month of December 2013.

Again in accordance with this strategy, TotalErg initiated a project in May to transform the

industrial site of the Rome Refinery into amajor logistical facility for the storage and handling

of petroleum products. In accordance with plans, the refinery plants were shut down in

September while all the activities required to transform the industrial site will be completed

in the first half of this year, thereby allowing the location's potential as a logistical hub for

supplies in central Italy and as a centre for storage and trading in the cargomarket to be fully

exploited;bymeans of this operation,TotalErg will strengthen its positionwithin the national

logistical system in addition to reducing its exposure to the refining sector.

Development of the portfolio of assets also resulted in the decision to exit the gas sector

which is no longer considered strategic in light of scenario changes in themarket of reference.

On the basis of this strategy, the Board of Directors deliberated in July to leave the Ionio Gas

project relative to the construction of a LNG regasification terminal in Melilli in the province

of Siracusa; in November, ERG also communicated its exit from the project pertaining to the

construction of a natural gas storage centre in Rivara within the province of Modena. These

decisions have allowed us to concentrate and more effectively channel more resources and

energy towards the development of renewable energies.

In recent years,ERG concentrated its growthwithin thewind sector:we have growth through

a balanced mix of internal growth and acquisitions while demonstrating, at the same time,

that we are capable of managing complex industrial projects in accordance with scheduled

timetables and costs as well as structured M&A operations such as the acquisition of

IP Maestrale while operating with counterparties of elevated global standing.
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Themost important operation of the year – which marked a significant step in the growth of

ERG within the wind sector – was, in fact, the acquisition of the assets of IP Maestrale from

GDF SUEZ.This agreement, stipulated in December 2012 and completed at the beginning of

this year, allowed ERG Renew to increase its installed capacity to 636 MW – with 550 MW in

Italy and 86 MW in Germany – and to further accelerate its international growth by entering

the Germanmarket: today ERG Renew is the leading company in the national windmarket and

the ninth in Europe,with an installed capacity totalling 1,232 MW of which 1,062 MW in Italy

and 190MWabroad.The value of the acquisition was approximately EUR 859million,and the

compensation paid for the 80% shareholding in the equity was EUR 28.2million.The acquired

assets are of elevated quality and present a significant level of complementarity with those of

ERG Renew, thereby allowing for the attainment of important operational and managerial

synergieswhich are fundamental in order to operatewithin a sector that is graduallymaturing.

ERG Renew can now rely upon an industrial and financial foundation which will allow it to

autonomously continue its growth path, selectively in Italy and primarily targeting foreign

countries while always characterized by a search for high-quality assets that are

complementary to those already in the portfolio.

With regard to the presence of the company in eastern European countries, joint venture

LUKERG Renew completed two important operations during the course of 2012: in June, the

closing of the acquisition initiated in February for a wind farm in Bulgaria, with an installed

capacity of circa 40 MW and operational as of 2009, was completed, while in December the

acquisition of the entire share capital of Land Power S.r.l.– a Romanian companywhich retains

the authorizations for the construction of a wind farm in Romania with capacity ofmore than

84 MW – was completed; construction works for the latter wind farm were initiated at the

beginning of this year and the start-up of operations is forecastedwithin the first half of 2014.

Finally, it should be noted that, during the course of the year, the Amaroni wind farm – with

installed capacity of 22.5 MW, and whose construction was initiated in 2011 – has become

operational.

The restructuring of the business portfolio and the new positioning within the renewable

energy sources sector renders our operations entirely consistent with developments in global

policies for progressive decarbonisation in the production of energy. In accordance with the

industrial plan for the 2007-2012 five year period, one of the Group’s sustainability

commitments is a significant development in the production of electrical energy from

renewable sources with a consequent avoidance of 1.2 Mt in CO2 emissions by the end of

2012 (2006 baseline).Due to significant growth in thewind sector, the objectivewas exceeded,

reaching a total level of avoided CO2 emissions of circa 1.4 Mt at the end of the year.

In terms of economic results, the year 2012 closed with a gross operating margin (EBITDA, at

current adjusted values) of EUR 458million compared to EUR 284million in 2011: these results

benefited from a strong growth trend in production within the wind sector, a solid

performance of thermoelectric power plants within a local environment that is still favourable

and the gradual but constant decrease in exposure to the refining sector.

With regard to only renewable sources, EBITDA amounted to EUR 137 million, a doubling in

amount compared to the EUR 69million reported in the previous year; this extremely positive

result was due to the strong increase in production as a consequence both of the greater

average installed capacity in operation during 2012 and of the good wind strength recorded

during the period.

The year 2013 will be particularly important for ERG Renew: following the acquisition of

IP Maestrale (now ERG Wind Investments Ltd.), there will be significant growth in installed

capacity and in production. The primary objectives of the company in 2013 are to proceed

with the integration of the new assets while attempting to fully capture the benefits deriving
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from its increased size, both in terms of synergies and in terms of new potential.With regard

to growth, the new wind farm of Palazzo San Gervasio (PZ) – with authorized capacity of

34 MW – will be constructed in 2013; the company was awarded this license through an

auction by offering the lowest discount of all participants.Operations will begin in 2014.

Foreign activities will involve both a contribution of the newwind farms in Germany (86MW)

which are owned by ERG Wind Investments while also focusing on additional growth in

Eastern Europe through the joint venture LUKERG Renew.We therefore expect additional

strong growth in results in 2013 compared to the already excellent results attained in 2012.

In the Power sector, the EBITDA of EUR 328 million was approximately 89 million higher than

that reported in 2011; this was due to the positive performance of the plants which benefited

from the operations implemented as of 2011 for increased operational efficiency and reliability

as well as energymanagement actions that enabled the company tomitigate the effects of a

challenging generation scenario. The significant improvement in results also reflects the

impact which the general halt of ISAB Energy had on production in 2011.

In 2013, the Power sector continued to benefit from positive results, even if lower than the

particularly high results attained in 2012.

Finally,andwith regard to Refining &Marketing,the EBITDA at current valueswas equal to EUR

21million compared to EUR 6million in the previous year: this result,although benefiting from

the decreased exposure to the refining sector and the slight improvement in margins, was

heavily affected by an extremely difficult scenario, both in terms of sales as well as margins of

the network.With regards to theMarketing sector in 2013 – and in light of theweak economic

environment, the high cost of products within international markets and the sharp rise in the

tax component – consumption is expected to remain at very low levels,with overall demand

expected to be generally in line with those of 2012 and, in any case, significantly lower than in

previous years.Given such aweak demand in themarkets,the company’s effortswill,on the one

hand,be directed towardsmaximizing operational efficiency and,on the other hand, initiating

an important restructuring plan for the network in order to render itmore competitive in terms

of average supplied amounts as well as more sustainable over the long-term.

In accordancewith recent years,wewill again propose a dividend of 0.40 Euro per share to the

Shareholders’ meeting; this is possible due to the operations which have strengthened the

financial situation of the Group.The latter has a balanced financial structure that is primarily

based on non-recourse financing aswell as an industrial planwhich is demonstrating positive

returns and sustainability, even within the difficult economic environment of recent years.

Shareholders should note that, in May, the Board of Directors resolved to start implementing

the plan to purchase treasury shares, in accordance with the resolution of the Ordinary

Shareholders' Meeting held on 20 April 2012, with the authority to purchase a maximum of

5,416,000 shares (i.e.,3.6%of share capital) andwith amaximumexpenditure of EUR35,200,000.

In June, ERG notified the market that it had purchased the prescribed maximum number of

shares in accordance with the aforesaid plan, for a total price of EUR 25,646,648.88 and with

an average carrying value of EUR 4.735 per share, a significant discount with respect to the

price on 28 December 2012, equal to EUR 7.625 per share. Considering the shares already in

the portfolio, ERG currently holds treasury shares representing 5% of share capital at an

average carrying value of EUR 6.873 per share.TheOrdinary Shareholders’Meetingwill also be

called to deliberate in relation to the authorization of the Board of Directors to purchase

treasury shares for a revolvingmaximumof 30,064,000 ordinary shares corresponding to 20%

of the share capital of ERG S.p.A. in order to optimize the capital structure for the purposes of

maximizing value creation for Shareholders,even in relation to the significant level of available

liquid funds.
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InDecember,wepresented the financial communitywith our Strategic Plan in order to illustrate

the major changes which we have implemented from 2008 to today as well our objectives for

the next three years. In 2013 – through the full contribution of the assets of IP Maestrale and

the continuing favourable localmarket conditionswith the Power sector –weexpect an EBITDA

ofmore than EUR 500million as well as indebtedness of circa 1.3 billion,an increase compared

to the EUR722million at the endof 2012 anddue to the acquisitionof IPMaestrale. This forecast

will also include an additional decrease in exposure to the refining sector.

In order to sustain growth and the creation of value, the Plan provides for investments totalling

EUR 500 million over the next three-year period, including EUR 300 million allocated to the

development of renewable energy sources.Given this growth,we forecast an EBITDA in 2015

of more than EUR 600million as well as a net financial position that will decrease to circa EUR

1.1 billion in order tomaintain a constant distribution of dividends over the three-year period.

In order to realize and sustain the important changes which have affected the Group and to

continue to plan our future,a series of initiatives dedicated to ERG personnel have continued

in 2012 with the aim of directing and expanding competencies, intensifying involvement in

challenges and processes as well as sharing – in an expansive and exhaustive manner – the

strategies and objectives of a renewed industrial identity.We strongly believe, in fact, that our

results are always highly correlated with the moral and professional value of our human

resources and the widespread sense of belonging to a common corporate culture.

The objectives we have attained so far – thanks to the value and passion of all ERG employees

and the financial solidity of the Group – allow us to be confident of the future; we, as well as

all of the company’smanagement,are also committed to even surpassing the objectives of the

Plan in order to consolidate the performance of the company at the highest levels within the

industries of reference.

EDOARDO GARRONE LUCA BETTONTE
Chairman Chief Executive Officer
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ERG IN A FEW WORDS

CONSOLIDATED
REVENUES
MILLION EUR

8,288

EBITDA AT ADJUSTED
REPLACEMENT 
COST (1)

MILLION EUR

458

NET INCOME 
AT REPLACEMENT
COST
MILLION EUR

12
NET INVESTED 
CAPITAL
MILLION EUR

2,484

ADJUSTED NET
FINANCIAL
INDEBTEDNESS (2)

MILLION EUR

722

INVESTMENTS 
ADJUSTED
MILLION EUR

126
ELECTRICITY
PRODUCTION
MILLION OF KWH

8,219

ELECTRIC POWER
GENERATION FROM
WIND FARMS
MILIONI OF KWH

1,222

CO2 AVOIDED 
(BY USING
RENEWABLE ENERGY
SOURCES)
THOUSANDS OF TONNES

492
EMPLOYEES

613

MAXIMUM MARKET
CAPITALISATION
MILLION EUR

1,345

SERVICE 
STATIONS (3)

3,248
(1) the results at replacement cost do not include gains (losses) on inventory and non characteristics items. EBITDA at adjusted

replacement cost takes into account, for the portion pertaining to ERG, the added contribution from the results of TotalErg S.p.A.
(company created in joint venture with TOTAL), of LUKERG Renew (company created in joint venture with LUKOIL Group) and of
ISAB S.r.l.

(2) it also includes the contribution attributable to ERG of the net financial position of the joint ventures

(3) data referred to TotalErg (51% ERG S.p.A.)
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THE HISTORY OF ERG

ORIGINS, DEVELOPMENT, INTEGRATION
The history of the ERG group started on 2 June 1938 with the establishment of the sole

proprietorship for “trading products derived from petroleum and tar”by Edoardo Garrone.

The company,which had become a refinery in the post-war years, chose a die as its symbol

(from the Italian word “Dado”, which means die and is also a nickname for Edoardo). The

faces of the die bear a three-letter acronym that stands for the initials of Edoardo Garrone

Refinery – ERG.

Immediately after the SecondWorld War, in a country that had to be completely rebuilt, the

huge demand for energymeant that petroleumwas themost suitable energy source tomeet

national needs, thanks to its low price, availability, and flexible procurement.

As a result of this favourable development and the excellent geographic position, refining

operations therefore became strategic for ERG.

In 1956 the company signed its first major international agreement with British Petroleum

which, subsequently and for several years,held aminority stake in ERG’s share capital. In 1963

the annual processing capacity of the refinery had already reached 6.5 million tonnes.

In 1971 ERG joined other private groups as a shareholder in ISAB, a company that had been

created to build a large refinery in Sicily,and in 1985, in view of the planned shut-down of the

San Quirico refinery in Genoa, it took control of ISAB with a stake that grew over the years

until it eventually reached 100% in 1997.

After developing activities mostly in the refining sector, the company and its subsidiary

company ERG Petroli also started to grow nationwide in the fuel distribution sector,where it

was already active with a network of service stations in the north west of Italy.

In 1984 ERG acquired the 780 ELF facilities in Italy and in 1986 the 1,700 distribution stations

of Chevron Oil; this was the start of the ERG Network, recognisable on all roads in Italy by its

trademark three panthers.

In late 1993,an agreement between ERG and EdisonMission Energy,one of theworld’s leading

energy producers, led to the creation of ISAB Energy,whose mission was the construction of

the first Italian heavy oil gasification plant for producing electric power. This innovative

industrial project received about 1,900 billion lire of project financing, which was

unprecedented in Italy.

FROM LISTING TO 2011
Through a streamlining of the corporate structure and a firm refocusing on the core business

of energy, ERG prepared its listing on the Stock Market in order to create the conditions for

more efficient funding of the new development phase that awaited it.

In October 1997 ERG was listed on the Electronic System of the Italian Stock Markets.

In 2000 the ISAB Energy plant was commissionedwith a capacity of 528MWand an estimated

production of 4 billion kWh per year.

From being a petroleum company, ERG had now become a“multi-energy”company.



14

In October 2002 ERG Raffinerie Mediterranee was established (72% ERG,28% ENI) in order to

manage one of the largest and most efficient refining site in Europe, created through the

merger and integration of ERG’s ISAB refinery and the former AGIP refinery,which were both

in Priolo (Province of Syracuse).

The two refineries were integrated through the construction of a system of pipelines and

other works to upgrade and improve production efficiency and environmental compatibility

so that the new “supersite” could enjoy a very high competitive level in the international

scenario.

In late 2002 Alessandro Garrone was appointed Chief Executive Officer of ERG. In 2003

Riccardo Garrone left ERG’s chairmanship after forty years and was replaced by his first-born

son Edoardo.

On 23 December 2004 the Edoardo Garrone Foundation was set up as a natural continuation

of the involvement of the Garrone andMondini families and the ERG Group in the social and

cultural arena.

The goal of the Foundation is to make a significant contribution to ensuring that culture, art

and science are readily available and understandable,as well as to cooperate actively in ethical

and solidarity projects.

In 2005 ERG was included in the Midex index within Borsa Italiana’s Blue-Chips segment.The

move from Star to the Blue-Chips segment took place following a significant increase in the

stock market capitalisation of ERG’s shares.

In 2006 ERG took a decisive step forward in its multi-energy strategy, entering the renewable

energies sector and acquiring Enertad S.p.A., a listed company on the Milan Stock Exchange

that later changed its name to ERG Renew.

2008 was the year of the agreement with LUKOIL, one of the most important agreements in

the Group’s history; through the establishment of “Newco” ISAB S.r.l. (51% ERG Raffinerie

Mediterranee and 49% LUKOIL) this led to a solid partnership in refining activity and the

management of the ISAB Refinery in Priolo.

In November 2009 ERG Power S.r.l. was established and was assigned the new CCGT

cogeneration electric power plant (480 MW) located in the north area of the Priolo site.This

has been operational since April 2010.

In early 2010 TotalErg was created as a joint venture between ERG Petroli and Total Italia.

Officially operational since 1 October 2010,TotalErg (51% ERG – 49%Total) is the third largest

operator in Italy in the distribution of petroleum products and has a market share of around

12% and approximately 3,200 service stations.As a result of the high potential formanagerial

and operational synergies,TotalErg, in addition to expanding the services and products offered

to its customers, also made it possible to achieve significant economic benefits, thereby

creating value for its shareholders.

Following the refinery crisis in early 2011,ERG reduced its share in ISAB S.r.l. from 51% to 40%,

exercising the put option on 11%.

In 2010 ERG Renew’s growth in the wind power sector continued and in July it acquired 102

MW from the IVPC Group in Italy.

In 2011 the ERG Group successfully completed operations of particular importance for the

renewable energy sector: in June it concluded the public offer (launched in December 2010)

on the ordinary shares of ERG Renew and the subsequent delisting.This operationwas focused

on achieving greater financial, organisational and managerial flexibility in order to support

the achievement of investment and market positioning objectives.
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ERG Renew,third in the sector in Italy,continued its growth planwith the creation of the Fossa

del Lupo wind farm (97.5 MW) and with the purchase of five wind farms in Campania

(for a total of about 112MW).The installed power thereby increased from 310MW to 548MW

(483 MW in Italy).

In addition, in May, in a bid to develop in Eastern European countries, ERG Renew and LUKOIL

Ecoenergo signed an agreement for the creation of the joint venture LUKERG Renew, with

registered office in Vienna.

In November 2011 ERG and IREN signed the transfer to IREN of the ERG business unit

responsible for themarketing and sale of electric power and a binding Framework Agreement

for the supply of 2 TWh of electric power to IREN each year for six years; this took effect as of

1 January 2012.

THE PRESENT
2012 was marked out by significant events that concern the Groups’ management and

business development.

In line with a strategy that aims to gradually reduce exposure in refining, the put option was

exercised for a further 20% at the start of the year. Subsequent to this, ERG shares in the ISAB

refinery slump to 20%. In February, ERG Renew enters the Bulgarian wind energy market

through LUKERG Renew’s acquisition of a 40 MWwind farm.

On 20 April, Luca Bettonte, the Group’s General Manager and former Chief Financial Officer,

is appointed as ERG’s Chief Executive Officer, taking over from Alessandro Garrone who

becomes Executive Vice President.

In December, the Group carries out a major operation and, seeking to broaden exposure to

renewable energy sources, acquires GDF SUEZ’s Italian and German wind farms with a total

installed capacity of 636 MW. This enables them to become Italy’s leading wind power

operator and the ninthmost important in Europe,with a total installed power of 1,232MW in

Europe and 1,062MW in Italy.December was also themonth that ERG Renew announced the

acquisition of a project to create an 84 MWwind farm in Romania through the joint venture

LUKERG Renew.This is being constructed at present.

2012 ended with the presentation of the Group’s 2013-2015 Strategic Plan, which illustrates

the strategy taken in recent years and the Group’s new positioning, and also sets out goals

and strategic investments for 2015.
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INTRODUCTION
The Consolidated Annual Report at 31 December 2012 has been prepared in accordancewith

the Standards issued by the International Accounting Standards Board (IASB) and approved

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).

The Consolidated Annual Report was audited by the independent auditor Deloitte & Touche

S.p.A. in accordance with CONSOB (Italian Stock Exchange Regulator) regulations.

DISCLOSURE PURSUANT TO ARTICLES 70 AND 71 OF THE ISSUERS’
REGULATIONS
The Company has selected the option, introduced by CONSOB with its resolution no. 18079

of 20 January 2012, of waiving the obligation to make available to the public an information

document upon carrying out significant transactions, i.e.mergers,demergers,capital increase

by transfer in kind, acquisition and sale.

RESULTS AT ADJUSTED REPLACEMENT COST
To enhance understandability of performance, the results of the business are also shown at

adjusted replacement cost that takes into account, for the portion attributable to ERG, the

results at replacement cost of ISAB S.r.l. and of the joint ventures TotalErg S.p.A. for Refining &

Marketing, and LUKERG Renew GmbH for the Renewable Energy Sources segment, whose

contributions to the Consolidated Income Statement not at adjusted replacement cost are

reported in the equity of the investmentsmeasured under the equitymethod of accounting.

Net financial indebtedness is also shown at adjusted replacement cost that takes into account

the portion attributable to ERG of the net financial position of the joint ventures LUKERG

Renew GmbH (50%) and TotalErg S.p.A. (51%), net of the relevant intra-group items.

NEW BUSINESS PLAN
In December 2012, ERG submitted its new 2013-2015 business plan, characterised by a

significant strategic repositioning of the Group, with a greater commitment to renewable

energy sources, a strong focus on the current management of operating assets in the

thermoelectric segment, the rationalisation of activities in the Retail segment and reduction

of exposure to the refining segment. The year 2012 was already partly affected by these

strategic decisions, reflected in items of a non-recurring nature which, as commented above,

and together with the effects deriving from significant regulatory changes,are not considered

in the results at adjusted replacement cost. Additional details are provided in the chapter

“Alternative performance indicators”.

Consistently with the above, the structure of this Report reflects the Group’s strategic

repositioning and in particular a closer focus on renewable energy sources.

SALE OF 20% OF ISAB
3 September 2012 was the closing date of the transaction related to the exercise of the put

option by ERG for 20% of the share capital of ISAB S.r.l.

LUKOIL paid ERG consideration of EUR 485 million, including the value of inventory.
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As a result of the transaction, ERG’s share decreased from 40% to 20% thus qualifying as a

minority interest and no longer a joint control interest.

In view of the significance of the interest and of the existence of the Operating Processing

Agreement,consistently with the previous periods the income statement data at replacement

cost of ISAB S.r.l. are included in the adjusted results, in proportion to ERG’s share.

For a better understanding of data commented in this Report, the transaction’s main impacts

are pointed out:

the reduction of net financial debt by approximately EUR 485 million as a result of the

collection of the sale price;

the recognition of the realised gain,amounting to EUR 214million net of ancillary charges

and related tax effects. The capital gain and the charges associated with the sale of the

equity investment are deemed to be non-recurring items and therefore they are not

reflected in“Group EBIT at replacement cost”;

the contribution of ISAB S.r.l. on adjusted result in the proportion of 40% through August

2012 and 20% from September 2012 onwards. In 2011, the contribution of ISAB S.r.l. was

recognised in the proportion of 51% through March 2011 and of 40% from April 2011

onwards.

Since joint governance is no longer in place, from 1 September 2012 onwards the adjusted

values of indebtedness and of capital expenditures no longer take into account the

contribution of ISAB S.r.l.

Lastly,on 31 January 2013 the balance of the definitive sale price,amounting to EUR 9million,

was collected, in addition to the aforementioned EUR 485 million.

ACQUISITION OF IP MAESTRALE
On 13 February 2013,ERG,through the subsidiary ERG Renew,closedwith International Power

Consolidated Holding Ltd (100% GDF SUEZ) the acquisition of 80% of the capital of IP

Maestrale Investments Ltd.

On the same date, the Shareholders’Meeting of IP Maestrale resolved to change the name of

the company to ERGWind Investments Ltd.

As a result of the acquisition, the ERGGroup increased its installed power by 636MW,of which

550MW in Italy and 86MW in Germany, reaching a total of approximately 1,232MW,of which

approximately 1,062 MW in Italy, positioning itself as the first wind power operator in Italy

and among the top ten in Europe.

The enterprise value of the acquisition is EUR 859 million, i.e. approximately EUR 1.35 million

per installedMW.The price for the equity at the closing of the transactionwas EUR 28.2million

for 80%of the share capital of IPMaestrale.The agreements prescribe a put and call option on

the remaining 20%of the capital,whichmay be exercised no earlier than three years after the

date of closing.The farms are already entirely financed with non-recourse Project Financing

withmaturity in December 2022, issued by a group of primary Italian and international banks.

The acquired company’s EBITDA for 2012 was approximately EUR 120 million.

Italianwind farms are located in Sicily (161MW),Sardinia (111MW),Campania (95MW),Puglia

(91 MW), Basilicata (55 MW), Molise (37 MW), whilst the five farms in Germany (86 MW) are

located in the Centre and North of the country. High quality assets have a producibility of

nearly 2,000 hours/year, higher than the national average.

Since the closing occurred on 13 February 2013, the transaction has no impact on these

Financial Statements.

The consolidation of ERGWind Investments and of its subsidiaries shall take place from the

first quarter of 2013 onwards.
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GEOGRAPHICAL PRESENCE
Total installed capacity (1,232 MW) (1)

64

86

84(2)

40

1,062

2

111

9

239

55

199

79

249

120

Germany 7%

France 5%

Bulgaria 3%

Italy 85%

1 Includes LUKERG Renew 50% for Eastern Europe and IP Maestrale
2 Under construction

Source: ERG
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ABANDONMENT OF THE PROJECTS OF IONIO AND RIVARA IN THE GAS
BUSINESS
In 2012,ERG decided to abandon the Ionio Gas and Rivara Storage projects,which respectively

entailed the constructionof a LiquefiedNatural Gas (LNG) regasification terminal in the industrial

site of Priolo (Siracusa) andof a natural gas storage site in the Rivaramunicipality, in theprovince

of Modena. Both decisions,made by the ERG Board of Directors, on one hand reflect the deep

change in the conditions of the energy and financial scenario, and on the other are part of the

Group’s strategic path towards simplification and in thedirection of focusing its businessmodel

on the generation of Electricity mainly from Renewable Energy Sources.

21



BUSINESS DESCRIPTION
The ERGGroup,also through its own subsidiaries and joint ventureswith primary international

operators, operates in the following segments:

RENEWABLE ENERGY SOURCES
Through the subsidiary ERG Renew, ERG operates in the sector of the generation of

electricity from renewable sources with 596 MW of wind power in operation at 31

December 2012,of which 64MW in France and 20MW in Bulgaria,deriving from the recent

acquisition, through LUKERG Renew, an equal-share joint venture between ERG Renew

and LUKOIL, of the Tcherga wind farm,with 40 MW of gross power.

Total wind power in Italy,with the recent commissioning of the Amaroni wind farm (22.5

MW), reached 512 MW,with annual generation exceeding 1 TWh.

As a result of the recent agreement reachedwith GDF-Suez, in 2013 total power shall grow

considerably thanks to the acquisition of 80% of IP Maestrale, which has an installed

capacity of 636 MW, of which 550 MW in Italy and 86 MW in Germany. As a result of this

agreement, ERG Renew has become the first wind power operator in Italy and among the

top ten in Europe.

In 2013, significant development investments will be made, in particular through the

construction of new farms in Italy and in Romania.

POWER & GAS
The Group is active in the production and marketing of electric energy, steam and gas.

ERG’s main equity investments in the segment are:

− ISAB Energy S.r.l. (51%): a company owning a plant (528 MW), fuelled by synthesis gas

obtained from a process of gasification of asphalt originating from the ISAB Refinery

in Priolo (Sicily);

− ERG Power S.r.l.: this company owns the North Plant (480MW) located in the industrial

site of Priolo, comprising a combined cycle plant fuelled by natural gas and a counter-

pressure steam plant.

REFINING & MARKETING
TheGroup is active in the IntegratedDownstreammarket,where it is one of the foremost

operators, through TotalErg, joint venture with Total, with a network of over 3,000 sale

outlets, and through ERG Oil Sicilia (EOS), 100% owned by ERG, operating in the retail and

wholesale markets in Sicily.

TotalErg also operates in the refining and logistics segment (Raffineria di Roma, wholly

owned,which stopped operating in September and is currently being transformed into a

major logistical facility for the storage and handling of petroleum products, and Raffineria

Sarpom of Trecate,with a 24% share).

ERG also operates in Coastal Refining through the 20% equity investment in the ISAB

refinery of Priolo,one of themain sites in theMediterranean both in terms of capacity (320

thousandbarrels/day) and in terms of complexity (Nelson index 9.3).The equity investment

declined from 40% to 20% in September 2012 as a result of the partial exercise of the put

option communicated in 31 January 2012 within the overall goal of reducing exposure in

the refining segment.
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• 1.2 GW of installed wind power
capacity (including IP Maestrale)

• Foreign markets development
operated by ERG Renew and
LUKERG Renew (50% JV with
LUKOIL in Eastern Europe)

RENEWABLES POWER REFINING & MARKETING

• ERG Power: 480 MW CCGT plant
in Sicily

• ISAB Energy: 528 MW IGCC
plant (51% ERG share)

• 20% of ISAB 
(Coastal Refining)

• 51% of TotalErg

• 100% of ERG Oil Sicilia
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STRATEGY
The strategy pursued by ERG aims to consolidate the Group’s current positioning in renewable

energy sources in Italy and to continue its growth in wind power abroad, to optimise

operations and the consequent flow generation of thermoelectric plants, to rationalise the

TotalErg Network,within an environment characterised by the profound changes taking place

in the segment, and to reduce exposure to the refining segment.

POWER – RENEWABLE ENERGY SOURCES: ERG’s strategy aims to continue the
path to growth in the segment through the subsidiary ERG Renew, with the goal of

consolidating its position as the leading operator in the domestic market and of

accelerating growth abroad. In recent years, its pursuit of this strategy enabled ERG Renew

significantly to expand its installed capacity, from approximately 200 MW in 2009 to over

1,200MW today, including the recent acquisition of IP Maestrale. In particular,with regard

to foreign countries,where approximately 15% of installed capacity is located, in addition

to the capacity already operating in France (64 MW) and in Germany, as a result of the IP

Maestrale acquisition (86 MW), ERG’s strategy aims to accelerate on the path towards the

growth and geographic diversification of its asset portfolio, mainly through the

investments made by LUKERG Renew in Eastern Europe, in particular in Bulgaria and

Romania. The size attained and the integration of IP Maestrale into ERG Renew will also

enable ERG to obtain important synergies in themanagement of its assets and in the sale

of the generated electricity.

POWER – THERMOELECTRIC: ERG continues to pursue a strategy of maximising the
exploitation of its power plants, i.e. the IGCC of ISAB Energy (51% ERG), operational since

2000 through the twenty-year CIP6 convention, and the CCGT plant of the ERG Power

subsidiary, in full commercial operation since April 2010, with about 480 MW of installed

power,which supplies utilities and electricity to the industrial customers of the Priolo site,

placing on the market the remainder of the generated electricity.

Consistently with the objective of simplifying processes andmaximising the focus on the

management and cash generation of its assets, in 2011 ERG stipulated an agreement with

IREN for the supply of 2 TWh per year of electricity for six years from 1 January 2012

onwards and the sale of its business unit dedicated to marketing and selling electricity In

light of this agreement and of the extant contracts for the supply of utilities to the Priolo

site, the ERG Power plant is exposed to scenario changes only to a limited extent and it is

able to maintain utilisation factors that greatly exceed the average for plants of this kind.

In 2011, the ERG Power plant obtained access byTerna to the Dispatching ServicesMarket

(MSD) and it consequently participates in the sale of regulating services,with a significant

contribution to margins.
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REFINING & MARKETING: in Integrated Downstream, ERG’s strategy is aimed at

improving its competitive position to boost its long-termprofitability and sustainability, in

the face of a market situation that is challenging both because of the significant

contraction in demand and of the inefficient structure of the Country’s fuel distribution

network, with average dispensed quantities per filling station greatly smaller than the

average of the main European countries. Against this backdrop, ERG, through the joint

venture TotalErg, intends to rationalise and strengthen its fuel distribution network, also

through greater station automation, to maximise efficiency and profitability, consistently

with expectedmarket trends.At the same time, the strategy aims to rationalise capital use

and to reduce exposure to the refining business, revising the supplymodel,more oriented

towards purchasing petroleumproducts on the cargomarket to exploit the excess supply

in the Mediterranean Area. In view of this situation, in 2012 TotalErg shut down the Rome

Refinery and launched a project to reconvert the site into amajor logistical hub. InCoastal

Refining, ERG pursuit a progressive exit strategy through the successive sales of equity

investments in the ISAB S.r.l. refinery, the joint venturewith LUKOIL,of which ERG currently

owns 20% with a PUT option on that share, exercisable from October 2013 onwards.

• Acquisition of IP Maestrale and
realisation of synergies

• Increase in operating efficiency

• Growth in Eastern Europe

• Selected growth in Italy

RENEWABLES POWER REFINING & MARKETING

• Focus on asset quality
- captive volumes
- premium price
- flexibility and Dispatching
Services Market (MSD)

• Maximising cash generation

• Adapting Retail Network by
anticipating business dynamics

• Focus on working capital
management

• Conversion of Rome Refinery
into a logistic hub

• Option to fully exit Coastal
Refining as from October 2013
onwards



ERG’S STOCK MARKET PERFORMANCE
On 28 December 2012 the closing price of ERG’s shares (Blue Chips) was EUR 7.63, 13% lower

than at the end of 2011, as compared with the substantial stability of the European sector

index Stoxx Energy Index (-4.3%) and the growth of the FTSE All Share index (+8.4%), and of

the substantially stability of the FTSE Mid Cap index (-0.4%).

Figures relating to the prices and exchange volumes of ERG’s shares during the period 2

January 2012 – 28 December 2012 are set out below:

Market capitalisation on 31 December 2012 was approximately EUR 1,146million (EUR 1,320

million at the end of 2011).

As at 6March 2013, the closing price of ERG stocks (Blue Chips) was EUR 7.06,7.4% lower than

at the end of 2012,as comparedwith a decline of -0.1%% in the European sector index (Stoxx

Energy Index) and of -1.6% in the FTSE All Share index and growth in the FTSE Mid Cap index

(+6.5%).

STOCK PRICE EUR

CLOSING PRICE AS AT 28/12/2012 7.63

HIGHEST PRICE (01/02/2012) (1) 8.95

LOWEST PRICE (21/05/2012) (1) 4.28

AVERAGE PRICE 6.20

(1) Lowest and highest price reached during the day’s trading; hence they do not match the official and closing prices on the same date

TRADEDVOLUMES NO.OF SHARES

MAXIMUMVOLUME (30/04/2012) 4,147,364

MINIMUMVOLUME (01/11/2012) 41,722

AVERAGE VOLUME 360,453

STOCK PRICE EUR

CLOSING PRICE AS AT 06/03/2013 7.06

HIGHEST PRICE (02/01/2013) (1) 7.75

LOWEST PRICE (27/02/2013) (1) 6.76

AVERAGE PRICE 7.27

(1) lowest and highest price reached during the day’s trading; hence they do not match the official and closing prices on the same date
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ERG’S SHARE PRICE PERFORMANCE COMPARED WITH
LEADING INDICES (NORMALISED)
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2012 2013

31/12/2011

12/01/2012

25/01/2012

07/02/2012

20/02/2012

02/03/2012

15/03/2012

28/03/2012

12/04/2012

25/04/2012

09/05/2012

22/05/2012

04/06/2012

15/06/2012

28/06/2012

11/07/2012

24/07/2012

06/08/2012

20/08/2012

31/08/2012

13/09/2012

26/09/2012

09/10/2012

22/10/2012

02/11/2012

15/11/2012

28/11/2012

11/12/2012

27/12/2012

11/01/2013

24/01/2013

06/02/2013

19/02/2013

04/03/2013

ERG VS. STOXX ENERGY INDEX, FTSE ALL SHARE AND FTSE MID CAP
% change from 1/1/2012 to 6/3/2013

20.0%

16.0%

12.0%

8.0%

4.0%

0.0%

-4.0%

-8.0%

-12.0%

-16.0%

-20.0%

-24.0%

-28.0%

-32.0%

-36.0%

-40.0%

-44.0%

-48.0%

-52.0%

ERG Stoxx Energy FTSE Mid CapFTSE All Share



PERFORMANCE HIGHLIGHTS
YEAR YEAR

(EURMILLION) 2012 2011

MAIN INCOME STATEMENT DATA

TOTAL REVENUES (1) 8,288 6,798

EBITDA 332 192

EBITDA AT REPLACEMENT COST (2) 346 156

EBITDA AT ADJUSTED REPLACEMENT COST (3) 458 284

EBIT AT REPLACEMENT COST (2) 197 12

EBIT AT ADJUSTED REPLACEMENT COST (3) 216 37

NET INCOME 200 96

OFWHICH GROUP NET INCOME 151 65

GROUP NET PROFIT (LOSS) AT ADJUSTED REPLACEMENT COST (4) 12 (49)

MAIN FINANCIAL DATA

NET INVESTED CAPITAL 2,484 2,842

SHAREHOLDERS’EQUITY 1,971 1,878

TOTAL NET FINANCIAL INDEBTEDNESS 513 963

OFWHICH NON-RECOURSE PROJECT FINANCING (5) 789 793

FINANCIAL LEVERAGE 21% 34%

TOTAL NET ADJUSTED FINANCIAL INDEBTEDNESS (6) 722 1,179

OPERATING DATA

INSTALLED CAPACITY AT PERIOD END -WIND FARMS MW 596 548

ELECTRIC POWER GENERATION FROMWIND FARMS MILLIONS OF KWH 1,222 740

INSTALLED CAPACITY - THERMOELECTRIC PLANTS (7) MW 1,008 1,008

ELECTRIC POWER GENERATION FROMTHERMOELECTRIC PLANTS MILLIONS OF KWH 6,997 6,670

TOTAL SALES OF ELECTRIC POWER MILLIONS OF KWH 9,074 8,084

ITALIAN RETAIL SALES (8) THOUSANDS OF TONNES 1,642 1,895

TOTALERG RETAIL MARKET SHARE GASOLINE + DIESEL 11.2% 11.8%

ERG OIL SICILIA RETAIL MARKET SHARE (9) GASOLINE + DIESEL 1.0% 1.0%

RAWMATERIAL AND PRODUCT INVENTORIES (10) THOUSANDS OF TONNES 726 1,231

REFINERY PROCESSING (8) THOUSANDS OF TONNES 6,444 7,552

REFINERY PROCESSING (8) THOUSANDS OF BARRELS/DAY 130 150

CAPITAL EXPENDITURES (11) EUR MILLION 77 82

EMPLOYEES AT PERIOD END UNITS 613 652

MARKET INDICATORS

REFERENCE PRICE OF ELECTRICITY (12) EUR/MWH 75.48 72.23

“GREEN CERTIFICATES”SALE PRICE (RENEWABLES) EUR/MWH 80.34 82.12

SALE PRICE OF CIP 6 (THERMOELECTRIC - ISAB ENERGY) EUR/MWH 122.70 105.70

SICILY ZONE PRICE EUR/MWH 95.28 93.11

BRENT DATED USD/BARREL 111.67 111.26

EMC REFINING MARGIN USD/BARREL 0.19 (2.19)

EUR/USD RATE EUR/$ 1.285 1.392

For the definition and reconciliation of results to adjusted replacement cost, please refer to the section“Alternative performance indicators”.
(1) net of excise taxes.
(2) not including inventory gains (losses) and non-recurring items.
(3) adjusted values also include the contribution, attributable to ERG, of the results of TotalErg (joint venture with Total), of LUKERG Renew (joint venture with

the LUKOIL Group) and of ISAB S.r.l.
(4) does not include inventory gains (losses), non-recurring items and related applicable theoretical taxes.The values also match the adjusted ones.
(5) including cash and cash equivalents.
(6) it also includes the contribution attributable to ERG of the net financial position of the joint ventures
(7) installed capacity at the end of the period
(8) estimated data. Including 51% of TotalErg and ERG’s share of the ISAB Refinery.
(9) related to the sales outlets of the wholly owned subsidiary ERG Oil Sicilia.
(10) including ERG’s share of the inventories of the TotalErg joint venture and in ISAB S.r.l.
(11) in tangible and intangible fixed assets.
(12) Single National Price
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PERFORMANCE HIGHLIGHTS BY SEGMENT

YEAR YEAR
((EURMILLION) 2012 2011

REVENUES FROMORDINARY OPERATIONS

RENEWABLE ENERGY SOURCES 177 114
POWER & GAS 1,651 1,435
REFINING & MARKETING 11,688 10,939
CORPORATE 6 7
INTRA-SEGMENT REVENUES (1,065) (1,350)
TOTAL ADJUSTED REVENUES (1) 12,457 11,145
ERG SHARE OF ISAB S.R.L.CONTRIBUTION AT ADJUSTED REPLACEMENT COST (349) (273)
TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST (3,841) (4,102)
LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST (2) –
TOTAL REVENUES FROMORDINARY OPERATIONS 8,265 6,770

EBITDA

RENEWABLE ENERGY SOURCES 137 69
POWER & GAS 328 239
REFINING & MARKETING 21 6
CORPORATE (28) (31)
EBITDA AT ADJUSTED REPLACEMENT COST (2) 458 284
ERG SHARE OF ISAB S.R.L.CONTRIBUTION AT ADJUSTED REPLACEMENT COST (68) (63)
TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST (43) (66)
LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST (1) –
EBITDA AT REPLACEMENT COST (2) 346 156
INVENTORY GAINS (LOSSES) (1) 36
NON-RECURRING ITEMS (13) –
EBITDA 332 192

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS

RENEWABLE ENERGY SOURCES (66) (50)
POWER & GAS (76) (84)
REFINING & MARKETING (97) (109)
CORPORATE (3) (4)
AMORTISATION ANDDEPRECIATION AT ADJUSTED REPLACEMENT COST (2) (242) (247)
ERG SHARE OF ISAB S.R.L.CONTRIBUTION AT ADJUSTED REPLACEMENT COST 37 48
TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST 55 56
LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST 1 –
AMORTISATION ANDDEPRECIATION AT REPLACEMENT COST (2) (149) (144)

EBIT

RENEWABLE ENERGY SOURCES 71 19
POWER & GAS 253 155
REFINING & MARKETING (77) (102)
CORPORATE (31) (35)
EBIT AT ADJUSTED REPLACEMENT COST (2) 216 37
ERG SHARE OF ISAB S.R.L.CONTRIBUTION AT ADJUSTED REPLACEMENT COST (32) (15)
TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST 12 (10)
LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST – –
EBIT AT REPLACEMENT COST ( (2) 197 12

CAPITAL EXPENDITURES ONTANGIBLE AND INTANGIBLE FIXED ASSETS

RENEWABLE ENERGY SOURCES 39 53
POWER & GAS 35 22
REFINING & MARKETING 51 77
CORPORATE 1 2
TOTAL ADJUSTED CAPITAL EXPENDITURES (3) 126 156
CAPITAL EXPENDITURES OF ISAB S.R.L. (ERG SHARE) (13) (38)
CAPITAL EXPENDITURES OFTOTALERG (51%) (36) (35)
CAPITAL EXPENDITURES OF LUKERG RENEW (50%) – N.A.
TOTAL CAPITAL EXPENDITURES 77 82

For the definition and reconciliation of results to adjusted replacement cost, please refer to the section“alternative performance indicators”.
(1) adjusted revenues take into account ERG’s share of revenues generated by the TotalErg S.p.A. and LUKERG Renew joint ventures and by ISAB S.r.l.
(2) replacement cost values do not include inventory gains (losses) and non-recurring items.Adjusted values also include the contribution, attributable to ERG,

of the results of TotalErg S.p.A., LUKERG Renew and ISAB S.r.l.
(3) they take into account ERG’s share of the capital expenditures effected by TotalErg S.p.A. and LUKERG Renew and through August 2012 by ISAB S.r.l.
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SALES
POWER GENERATION
The electricity sales carried out by the ERGGroup refermainly to the electricity generated by its

plants1,bothwindpower (ERGRenew) and thermoelectric (ISAB Energy and ERGPower) aswell

as, to a lesser extent, trades on other markets, in particular the electricity exchange. Electricity

sales in Italy in 2012met approximately 2.7% of total domestic demand (2.4% in 2011).

The data include 50%of the contribution of the salesmade in the second half of 2012 bywind

farms in Bulgaria.

The breakdown of sale volumes,with reference to the type of source, is shown in the following

table:

In 2012, steam sales2 amounted to 1,628 thousand tonnes (1,945 in 2011), of which 1,094

thousand tonnes to ISAB S.r.l.

Gas sales in the period were 486 million Sm3 (413 million Sm3 in the third quarter of 2011), of

which 298 million Sm3 to ISAB S.r.l.

PETROLEUM PRODUCTS
Total Refining & Marketing sales of petroleum products, in 2012, amounted to 10.3 million

tonnes (11.0 million tonnes in 2011), of which 50% were on the domestic market, and the

remaining 50% were abroad.

The following table breaks down ERG’s oil product sales by distribution channel.The figures

include the contribution fromTotalErg sales at 51%.

1 For ERG Power & Gas sales of electric power differ from productions in that they include energy purchased and resold on the
wholesale market.

2 Steam supplied to final users net of the quantities of steam withdrawn by the users and of pipeline losses.

YEAR YEAR
(THOUSANDS OFTONNES) 2012 2011

REFINING AND LOGISTICS

EXPORTS VIA SHIP 5,071 3,784

DELIVERIES TO THE DOMESTIC MARKET 2,301 3,851

TOTAL REFINING AND LOGISTICS 7,373 7,635

MARKETING

DOMESTIC RETAIL MARKET 1,642 1,895

DOMESTICWHOLESALE MARKET 1,241 1,474

WHOLESALE EXPORT 42 31

TOTALMARKETING 2,925 3,400

TOTAL PETROLEUM PRODUCTS 10,298 11,035

YEAR YEAR
(GWH) 2012 2011

POWER GENERATION

ERG RENEW ITALY 1,072 627

ERG RENEW ABROAD 150 113

ISAB ENERGY 4,077 3,655

ERG POWER & GAS 3,775 3,689

TOTAL 9,074 8,084
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COMMENTS ON THE YEAR’S PERFORMANCE
In 2012,adjusted revenues amounted to EUR 12,457million,up from 2011,mainly as a result

of the higher sale prices and higher sales in the Refining & Marketing segment.

The EBITDA at adjusted replacement cost3 amounted to EUR 458 million, up strongly

compared with EUR 284 million in 2011.The change is a result of the following factors:

RENEWABLE ENERGY SOURCES: EBITDA amounted to EUR 137 million, doubled
compared with the same period of the previous financial year (EUR 69 million), thanks to

the strong increase in generation as a consequence of the greater average capacity in

operation during 2012, as well as of the good wind strength recorded during the period;

POWER & GAS: EBITDA of EUR 328million,approximately EUR 89million higher than in
2011, thanks to the good performance of the plants, to the better sale prices and to Energy

Management actions that enabled to mitigate the effects of a challenging generation

scenario.The marked increase in the results also reflects the impact that the general shut-

down of ISAB Energy had had on 2011 generation data;

REFINING & MARKETING: EBITDA of EUR 21million (EUR 6million in 2011);while the
result benefits both from a reduced exposure to refining and from a slight recovery in

margins, it was heavily affected by an extremely challenging scenario, both in terms of

sales and margins in the Retail network.

EBIT at adjusted replacement cost3 was EUR 216 million (EUR 37 million in 2011) after

amortisation and depreciation amounting to EUR 242 million (EUR 247 million in 2011).

Group EBIT at replacement cost amounted to EUR +12 million, versus EUR -49 million in

2011. The improvement of the result is mainly linked to the growth in margins in terms of

operations, partly offset by an increase in financial expenses, taxes and third party results

(mainly due to the better operating result of ISAB Energy).

Group EBIT amounted to EUR 151million (EUR 65million in 2011) and it wasmainly affected

by the sale, already commented, of 20% of the equity investment in ISAB S.r.l. for EUR 214

million,by gains on inventory,net of the related tax effects,of EUR 6million (EUR 65million in

2011), by non-recurring items of EUR 72 million, net of the related tax effects, relating in

particular to provisions and write-downs of the TotalErg joint venture as a result of the Rome

refinery shutdown in addition to other non-recurring items, negative by EUR 9 million,

commented in the section“Alternative performance indicators".

The results of 2011 were affected by the gain deriving from the sale of 11% of ISAB S.r.l., net

of the related tax effects, i.e. EUR 107 million, and of the write-down of the CCGT plant, net of

the related tax effects, i.e. EUR 63 million.

In 2012,adjusted Group capital expenditures totalled EUR 126 million (EUR 156 million in

2011), of which 31% in the Renewable Energy Sources segment (34%), 28% in Power & Gas

(14%) and 40% in the Refining & Marketing segment (50%).
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Net financial indebtedness amounted to EUR 513million,down by EUR 451million from 31

December 2011 mainly because of the collection of EUR 485 million relating to the sale of

20% of the equity investment in ISAB S.r.l. in September. Cash flow generation in the period,

also made possible by careful management of net working capital, enabled to finance the

investments, the payment of dividends and the purchase of treasury shares.

In the net financial indebtedness are recognised financial liabilities related to the fair value of

interest rate hedging derivatives,amounting to approximately EUR 76million (EUR 52million

as at 31 December 2011).

Adjusted net financial indebtedness,which includes the portion attributable to ERG of the

net financial position in theTotalErg and LUKERG Renew joint ventures,amounted to EUR 722

million, down from EUR 1,179 million at 31 December 2011 mainly for the same reasons

explained above.As a result of the reduction in the equity investment to 20%,the indicator no

longer includes the contribution of ISAB S.r.l., amounting to a positive net financial position

of EUR 44 million (ERG share).

Adjusted net financial indebtedness includes approximately EUR 84 million of financial liabi-

lities relating to the fair value of derivatives hedging the interest rate risk (EUR 54 million at

31 December 2011).
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SIGNIFICANT EVENTS DURING THE YEAR

BUSINESS PLAN PRESENTATION
On 19 December 2012, ERG submitted its new 2013-2015 business plan, characterised by a

significant strategic repositioning of the Group, with a greater commitment to renewable

energy sources, both through the acquisition of IP Maestrale and through new investments,

in particular in Eastern Europe, greater focus on the management of operating assets in the

thermoelectric segment, the rationalisation of activities in the Retail segment and reduction

of exposure in the refining segment.

The implementation of this plan will enable the Company to orient its portfolio of activities

to businesses with greater potential for development, which assure more stable cash flows,

thereby maintaining a stable flow of dividends and an extremely sound financial structure.

Even in a still challenging economic environment, the plan calls for EBITDA to grow to

approximately EUR 600million in 2015,with over 50% deriving from the renewable energies

segment, and a net financial position of approximately EUR 1.1 billion, mainly consisting of

payables for non-recourse project finance and with a significant amount of cash available for

additional growth opportunities.

ACQUISITION OF IP MAESTRALE
On 5 December 2012, ERG reached an agreement with International Power Consolidated

Holding Ltd (100% GDF SUEZ) for the acquisition of 80% of the capital of IP Maestrale

Investments Ltd., a primary operator in Italy in the segment of renewable energy from wind

power with an installed capacity of 636 MW,of which 550MW in Italy and 86MW in Germany.

The acquisition was subsequently closed on 13 February 2013 through the subsidiary ERG

Renew. On the same date, the Shareholders’Meeting of IP Maestrale resolved to change the

name of the company to Company in ERGWind Investments Ltd.As a result of the acquisition,

the ERGGroup increased its installed power by 636MW,reaching a total of approximately 1,232

MW,ofwhich approximately 1,062MW in Italy,positioning itself as the firstwindpower operator

in Italy and among the largest ten in Europe.The enterprise value of the acquisition is EUR 859

million,i.e.approximately EUR1.35millionper installedMW.Theprice for the equity at the closing

of the transaction was EUR 28.2 million for 80% of the share capital of IP Maestrale. The

agreements prescribe a put and call option on the remaining 20% of the capital,whichmay be

exercisednoearlier than three years after the closing.The farms are already entirely financedwith

non-recourse Project Financing withmaturity in December 2022, issued by a group of primary

Italian and international banks. The acquired company has an expected EBITDA for 2012 of

approximately EUR 120 million. Italian wind farms are located in Sicily (161 MW), Sardinia (111

MW), Campania (95 MW), Puglia (91 MW), Basilicata (55 MW), Molise (37 MW), whilst the five

farms inGermany (86MW) are located in theCentre andNorthof the country.Highquality assets

have a producibility of approximately 2,000 hours/year,well above the national average.

SALE OF 20% OF ISAB S.R.L.
On 31 January 2012, the Board of Directors of ERG S.p.A. approved the exercise of the put

option for 20% of ISAB S.r.l. for EUR 485million (including inventory).As a result of the closing

of the transaction, 80% of ISAB is held by LUKOIL and 20% by ERG, which has maintained a

presence in the ISAB Board of Directors and management committees,whilst the Operating

Processing Agreement was amended in line with ERG’s different operating role within ISAB.

ERG and LUKOIL amended the agreements stipulated in 2008, with particular reference to

ERG’s lock-up period for exercising the put option on the remaining 20% share of ISAB, now

extended to 1st October 2013.
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Moreover, if ERG exercises the put option on the remaining 20% share between the 1st and the

31st of October 2013, the parties shall make their best efforts to complete the transaction

between the15th and the31stofDecember 2013.All other conditions have remainedunchanged.

This transaction has enabled ERG to reduce its presence in the refining segment in a scenario

of persistent crisis and further to strengthen the Group’s financial structure to support future

development projects in a challenging external credit environment.ERG continues tomaintain

a significant industrial presence at the Priolo site, where it has important commercial

relationships with ISAB for the thermoelectric plants of ERG Power and of ISAB Energy.

On 27 July 2012, the transaction received antitrust clearance from the European Commission.

On 3 September 2012 the aforesaid transaction was closed and on the same date LUKOIL

paid ERG EUR 485 million,which included the value of inventory.

Lastly,on 31 January 2013 the outstanding balance of the final sale price,amounting to EUR

9 million,was collected.

ACQUISITION OF TREASURY SHARES
On 10May 2012, the Board of Directors of ERG S.p.A. resolved to start implementing the plan

to purchase and sell treasury shares, in accordance with the resolution of the Ordinary

Shareholders’ Meeting held on 20 April 2012, with the authority to purchase a maximum

number of 5,416,000 shares (i.e., 3.6% of share capital) with a maximum expenditure of EUR

35,200,000.

On 25 June 2012, ERG S.p.A. notified the market that it had purchased the prescribed

maximum number of shares in accordance with the aforesaid plan, for a total price of EUR

25,646,648.88 (carrying value, EUR 4.735 per share). Considering the shares already in the

portfolio, ERG holds treasury shares representing 5% of share capital at an average carrying

value of EUR 6.873 per share, whilst the value as at 28 December 2012 was EUR 7.625 per

share.

RENEWABLE ENERGY SOURCES
On 2 February 2012, LUKERG Renew, a joint venture between ERG Renew and LUKOIL-

Ecoenergo, entered into an agreement with Raiffeisen Energy & Environment, a company

belonging to the Austrian banking Group Raiffeisen, to purchase 100% of a wind farm in

Bulgaria, in theDobrich region,with about 40MWof installed capacity, in operation since 2009.

The Enterprise Value of the acquisition is approximately EUR 52 million (ERG’s share is EUR 26

million).

The transaction, approved by the Bulgarian Antitrust Authority, was closed in June 2012.

Simultaneously with the closing, a Project Financing agreement of EUR 33.7 million was

stipulated, for the partial coverage of the transaction, with Raiffeisen Bank International as

Mandated Lead Arranger (MLA).

The transaction allows LUKERG Renew, a few months from its establishment, to enter the

Bulgarianwind energymarketwith a significantmarket share.Within the scope of amulti-year

development plan, the company is also assessing additional growth opportunities, both

internal and through acquisitions, in Romania and Bulgaria.

On 16 February 2012 ERG Eolica Fossa del Lupo S.r.l. (100% ERG Renew ) executed the Project

Financing loan agreement for its own wind farm located in the Catanzaro province,

subsequently commissioned in 2011,with an installed capacity of 97.5 MW.
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The loanwas subsequently disbursed on 12March 2012. The agreement, for a total amount of

EUR 126 million and a term of validity of 14 years,was underwritten by ING Bank as Mandate

Lead Arranger (MLA) and documentation bank, by Crédit Agricole CIB as MLA and technical

bank and by Centrobanca as MLA,modelling bank and agent bank.

On 17 December 2012 LUKERG Renew closed the acquisition, from Inergia S.p.A. (Santarelli

Group) of 100% of the capital of Land Power S.r.l., a Romanian company owning the

authorisations required for the construction of a wind farm in Romania, in the Tulcea region,

with a planned capacity of over 84MWand electricity generation,once fully in operation,of 200

GWh per year.

LUKERG Renew will start work for the construction of the wind farm by the end of the first

quarter of 2013, in order to start operations in the first six months of 2014.The total estimated

capital expenditure for the construction of the park is approximately EUR 135million.LUKERG

Renew intends to finance the project with long-term non-recourse Project Financing with the

European Bank for Reconstruction and Development,which is currently carrying out the due

diligence process on the project.

POWER & GAS
On 17 February 2012, theMinistry of the Environment and for the Protection of Land and Sea

(MATTM) issued theVIA decree for the survey stage of the storage project to be carried out by

ERG Rivara Storage. Subsequently, in the month of April 2012, the Emilia-Romagna Regional

Government denied its consent pursuant to Article 3 paragraph 7 of Ministerial Decree of 21

January 2011 to the Ministry for Economic Development (MSE) for the release of the mining

concession for the aforesaid survey stage.As a result of this action, the company appealed the

decision of the Emilia-Romagna Region before the competent Regional Administrative Court.

Moreover, following the seismic events of May 2012 that involved the area where the storage

project should be carried out, the MATTM requested the VIA-VAS Commission to carry out

additional preliminary surveyswith reference to theVIA decree already issued for the required

technical investigations.

On 30 July 2012, the Board of Directors of ERG S.p.A. decided to exit the project for the

construction of a Liquefied Natural Gas (LNG) regasification terminal in the Municipality of

Melilli, in the Siracusa province,with a capacity of 8 billion cubic metres per year.The project,

launched in 2005 with the incorporation of the equal-share joint venture Ionio Gas in

partnershipwith Shell Energy Europe B.V., in recent years has received the favourable opinions

of all bodies having cognisance on safety and environmental compatibility matters, hence it

is awaiting the issue of the Single Authorisation by the Region. The decision, subsequently

also made by the other partner, Shell, not to continue with the project was based on the

significant changes in both energy and economic-financial scenarios, which took place as a

result of the crisis that started in 2008, and the current configuration of the Group’s activities.

On 27 November 2012 the company was placed in liquidation.

On 23 November 2012 ERG announced its decision to exit the project for the construction

of a natural gas storage site in Rivara, in the province of Modena.

It should be recalled that ERG, which had joined the project in 2008 through a partnership

with the English company Independent Resources,had acquired aminority share in the joint

venture called ERG Rivara Storage S.r.l.

For the purposes of ERG’s exit from the capital of the investee, the Shareholders reached a

mutually satisfactory settlement agreement, whereby the company shall change its name

from ERG Rivara Storage to Rivara Gas Storage.
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On 17May 2012 ERG disclosed that the Board of Directors of the TotalErg investee (51% ERG

– 49% Total) had approved the project to transform the industrial site of the Rome Refinery

(Raffineria di Roma) – its wholly owned subsidiary – into a major logistical facility for the

storage and handling of petroleum products.

The refining plants were shut down in September, as planned; starting from that month,

therefore, the import of crude oils at the Fiumicino terminal ceased, along with the refining

work carried out byTotalErg at the refinery,with a significant decrease in the exposure to this

business and amarked reduction in the working capital employed.Plant clean-up has ended

and the plants will be dismantled as soon as the authorisation process is completed.

All activities aimed at transforming and optimising the logistical facility, and in particular the

conversion of the fuel tanks from crude oil to finished products, themodification of the related

piping connections and the upgrade of the sea terminals have begun and will be completed

in the first half of 2013; they will enable fully to exploit the potential of the site as a strategic

logistical facility to supply central Italy.

With this operation,TotalErg is enhancing its position within the Italian logistical system.

In addition, a major social plan was defined and shared with the Social Partners; its goal is to

minimise the repercussions of the reconversion on employment.

CORPORATE
On 20April 2012 the Ordinary Shareholders’Meeting of ERG S.p.A.appointed the new Board

of Directors for the 2012-2014 period,with RiccardoGarrone confirmed as Honorary Chairman

and Edoardo Garrone as Chairman of the company.

The new Board of Directors, of which Marco Costaguta and Umberto Quadrino became

members for the first time, then appointed Alessandro Garrone as Executive Deputy Chairman

and Luca Bettonte as Chief Executive Officer. The Board also confirmed Giovanni Mondini

Deputy Chairman and Graziella Merello Executive Director in charge of overseeing the

functioning of the internal control system.

Alessandro Garrone, as Executive Deputy Chairman and Strategic Committee Chairman of

ERG, will supervise the strategic choices of the Group and the definition of the macro

organisational structure, also carrying out activities of direction and coordination of the

extraordinary transactions including structured finance.

The Chief Executive Officer was vested with all the powers required for carrying out all the

deeds concerning the Group’s activities, except for what is reserved to the Board of Directors

(by law or by the Articles of Association) and what is delegated to the other Directors.

On 30 July 2012, the Board of Directors of ERG S.p.A. resolved to adhere to the new edition

of the Corporate Governance Code of listed companies of December 2011.Please refer to the

2013 Report on Corporate Governance and Ownership for punctual information on the

Company’s implementation of the changes brought about by the new edition.
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REGULATORY FRAMEWORK
Themost important regulatory changes that characterised the energy industry in 2012were:

GENERAL
Italian “Growth”Lawof 7August 2012,conversionof LawDecreeno.83dated22 June

2012, “Urgentmeasures for the growthof theCountry”, expected to be converted into

Law, bearing environmental provisions of interest pertaining to waste, clean-up,

authorisations/certifications,emissions of volatile organic compounds and“industrial areas

undergoing complex crisis”.

The other themes of interest are the intention to institute a“green label”for EC oil products,

to increase authorisation flexibility on inspections/small modifications in storage sites and

in refineries, to pass measures in favour of the flexibility of electricity generating plants.

Italian Law no. 27 of 24 March 2012 “Conversion into law, with amendments, of Law

Decree no. 1 of 24 January 2012, bearing urgent provisions for competition, the

development of infrastructures and competitiveness”containing measures pertaining to

the energy sector.

Implementation of Italian Law no. 27 of 24 March 2012 on the disbursement of the

contribution for the operation of the AGCM introducing a new procedure for funding

the Authority (which from the year 2013 will replace the previous ones) establishing a

mandatory annual contribution to be paid by the larger companies (i.e. those with

revenues exceeding EUR 50 million).

AEEG Resolution 394/2012 reorganising provisions on the supervision of punctual

compliance with the prohibition to translate the surtax per Article 81, paragraph 18, of

Law Decree no. 112 of 25 June 2008, converted with amendments into Law no. 133 of 6

August 2008 (“Robin Tax”).

POWER – RENEWABLE ENERGY SOURCES - ITALY
Italian Ministerial Decree of 6 July 2012 by the Ministry of Economic Development

establishing the new incentives for the generation of electricity from plants powered by

renewable energy sources,other than solar photovoltaic energy,with no less than 1 kWof

power.

Procedures for the Enforcement of ItalianMinisterial Decree of 6 July 2012, issued by

the National Grid Operator (GSE) on 24 August 2012,describing the different steps for

accessing andmanaging incentives. In particular,themeasure provides rules for registration

in the Registers,Auction Procedures and renovationRegisters,the request for the concession

of the feed-in tariff, the procedures for calculating and disbursing the incentives (including

the procedures for recognising the bonuses),plant inspections and tests.

AEEG Resolution 281/2012 prescribing, also for plants powered by non-programmable

renewable energy sources, the obligation from 1 January 2013 onwards to contribute to

cover imbalance costs. In particular, the Resolution prescribes that from 1 January 2013

onwards, the same procedures for setting imbalance costs currently in force for

programmable production units not authorised to operate on the dispatching services

market will be adopted and that, in case of units under dedicated withdrawal (RID), the

aforesaid costs shall be allocated by the ESO to the producers, in accordance with the

“Technical Rules”published for this purpose.
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AEEG Resolution 493/2012 approving the procedures for the allocation of imbalance

payments and payments to cover administrative costs to producers adhering to dedicated

withdrawal and fixed comprehensive fee rules.

POWER – RENEWABLE ENERGY SOURCES - ABROAD
The following is a recapitulation of the current regulatory frameworks in the foreign Countries

where the Group carries out its activities.

Regulatory framework in France

The inter-ministerial decree of 17 November 2008 set the conditions for the purchase of

electricity fromwind power.The incentive system for renewable sources in France is of the

feed-in tariff type.The incentive for on-shore wind power, for existing plants, is recognised

for 15 years and it is 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.For the first 10

years of operation it is the initial tariff, depending on the year of stipulation of the

agreement, and it is updated annually, whilst for the subsequent 5 years the value to be

indexed is decreasing if annual hours of operation exceed 2,400. For 2006, the initial tariff

valuewas 82 EUR/MWh.To define the starting value for newplants in subsequent years, the

tariff is reduced by 2% from the previous year, starting from 2008,and it is updated to take

into account changes in the aforementioned indices.The value thus determined, for each

plant, is then updated annually, as described above.

Regulatory framework in Bulgaria

The Energy from Renewable Sources Act, published in Bulgarian State Gazette no. 35 of 3

May 2011 and subsequently amended on 10 April 2012, defined the current regulatory

framework of the incentive system for plants powered by renewable sources in Bulgaria.

For wind farms, a feed-in tariff is provided in brackets based on hours of operation; it is

constant in nominal terms. In particular, for wind farms existing as at 3 May 2011, the

incentive is recognised for the first 15 years of operation; the value of the tariff is equal to

the one applicable at the time the law entered into force, i.e. 188.29 BGN/MWh

(approximately 96.3 EUR/MWh) below 2,250 annual hours of operation and 172.95

BGN/MWh (approximately 88.4 EUR/MWh) above 2,250 annual hours of operations.

In September 2012, a charge for accessing transmission and distribution networks was

introduced for renewable source producers. In particular on 14 September,Decision no.33

of the local regulatory authority (SEWRC – State Energy andWater Regulatory Commission)

was published; it prescribes the application of said charge from 18 September 2012

onwards for all plants from renewable sources in operation since March 2010.The charge

was temporarily defined as 10% of the feed-in tariff for wind power generators and the

definitive value, to be based on a detailed analysis of the actual operating costs of

networks, is expected to be published in the upcoming months.

The main Operators have filed appeals, also through industry Associations; the appeals

are currently under discussion.

Regulatory framework in Romania

The new incentive system for renewable energy sources was defined with Law 134/2012,

published in State Gazette no. 505 of 23 July 2012,which amends and completes Law no.

220/2008 on renewable energy sources. Incentives to renewable energies are provided

through “green certificates” for the first 15 years of operation. The obligation to place a

certain yearly quantity of green energy in the grid (or to purchase an equal quantity of

“green certificates”) is on the gross final consumption of electricity. The law defines the
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maximumannual portion of renewable energies that can be providedwith incentives (set

to grow from 12% in 2012 to 20% in 2020) and the portion of“green certificates”is defined

accordingly on an annual basis. For wind power, 2 “green certificates”will be provided for

eachMWhgenerated through 2017 and 1 green certificate from 2018 onwards; therefore,

total revenues for a wind power project, for its first 15 years of operation, consist of the

sumof the revenues from sales of“green certificates”and sales of electricity.The unit price

of“green certificates”varies between a cap (55 EUR/MWh in 2010 currency) and a floor (27

EUR/MWh in 2010 currency) – defined in Euro – and indexed for inflation on a yearly basis.

POWER - THERMOELECTRIC
ItalianMinisterial Decree 28 June 2012postponing the early termination of CIP 6/92

conventions which postpones the ultimate deadline for submitting early termination

requests, set to 31 March 2013.

Italian Ministerial Decree of the 20 November 2012 by the Ministry of Economic

Development on the new procedures for determining the avoided cost component of

fuel (CEC), per the Cip 6/92 instruction, and for determining the CEC adjustment value

both for 2010 and for 2011.The decree also prescribes the value of CEC to be advanced for

2012.

AEEG Resolution 494/2012 initiating proceedings for compliance with Italian State

Council decision no. 6026/11 concerning the revision of the avoided cost of fuel (CEC) to

be recognised to British Gas Italia Power S.p.A. for the electricity withdrawn by the National

Grid Operator (GSE) in accordance with Cip instruction no. 6/92 in 2008;

AEEGResolution 420/2012 pertaining to the review of proposals and finalmeasurement

program,for energy efficiency projects submittedwithin the scope of the Energy Efficiency

Certificates scheme.

AEEGResolution468/2012on the outcomeof theNational GridOperator (GSE) inspection

for the IGCC plant pertaining to entitlement to the “green certificates” for the energy

generated by ISAB Energy S.r.l. in 2009 and consequent GSE notice of 26 November 2012

pertaining to the request for the purchase and cancellation of 100,830“green certificates”

for the year 2009 (without prejudice to the entitlement to partial reimbursement pursuant

to AEEG Resolution 113/06).The subsequent CCSE Communication of 21 December 2012

partially revised the resolution in question,cancelling the requirement to recover expenses

connected to the IEN index contained therein.

GSE Communications of 4 December 2012 allowing the CAR qualification request for

the CCGT plant of ERG Power: thanks to this decision, the National Grid Operator (GSE)

shall recognise Energy Efficiency Certificates pertaining to the cogeneration of the CCGT

plant.Said certificates shall be available for transfer in 2013 in part by placing themon the

market and in part through their repurchase by the GSE.
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Italian Ministerial Decree of 11 June 2012 – Amendments to Decree of 23 January

2012, regulating the national certification System for bio fuels and bio liquids: the

Decree corrects the definition of “economic operator” in the bio-fuel or bio-liquid sector

and it establishes sustainability criteria for bio-fuels produced in the years 2010,2011 and

2012. The Decree obligates economic operators to obtain the statement of truthfulness

of the declarations of conformity issued by it with regards to the suitability of the bio-fuel

production chain and defines times/methods to disseminate said statement to the

Authority.

Decision 2012/35/PESC by the European Council dated 24 January 2012 and

consequent Regulation 267 dated 23March 2012.

The Regulation implemented the decision adopted by the EU at the end of January on

the basis of which,a prohibitionwas issued against agreements for the import of crude oil

or petroleum products originating from Iran after 24 January 2012,without prejudice for

the performance of extant agreements or agreements that had not yet been performed

as of that date.

ItalianMinisterial Decrees of 5 June 2012 prescribing the quantity ofmandatory stocks

of petroleum products for the year 2012 for industry operators.

SicilianRegionalDecrees of 1October 2012 and25October 2012bearing, respectively,

provisions on theworking hours of gas stations and on the simplification of procedures in

the fuels sector at the regional level.

HEALTH, SAFETY AND ENVIRONMENT
Italian Law no. 35 dated 4 April 2012, n. 35“Conversion into law,with amendments,

of Law Decree no. 5 dated 9 February 2012, bearing urgent provisions for

simplification and development", i.e. the “Simplifications Law Decree” introducing

provisions on the certified report on the start of activities (SCIA), integrated environmental

authorisation (AIA) for regasification terminals and other offshore platforms, clean-up of

contaminated sites and introduction of innovative technologies, accelerated procedures

for strategic infrastructures, validity of the AIA until their natural expiration in cases of

transformation of processing and storage plants into mineral oil storage facilities,

reindustrialisation of sites of national interest.

Clean ups - Programme Agreement for the Priolo site

In 2012 the ItalianMinistry of the Environment and Attorney General’s Office continued to

work out details for the settlement procedures and costs that the parties concerned may

agree to,on a voluntary basis, in relation to the ProgrammeAgreement for clean-ups at the

Priolo site. The Agreement, which was signed by the Institutions in November 2008 and

recorded by the Italian “Corte dei Conti” in April 2009, concerns the clean-up and

environmental restoration of the Priolo site.

The ERG Group companies present at the site (and the other operators affected) have

continued to monitor the development of activities by the Ministry in relation to the

requirements, conditions and operating procedures applied in the agreement.

IMPACTS ON THE GROUP
With reference to the above, no further impacts on the businesses of the Group were noted

for 2012, beyond those detailed in the comments on individual events.
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BUSINESS SEGMENTS
RENEWABLE ENERGY SOURCES
The ERGGroup operates in the renewable energy segment through the subsidiary ERG Renew.

The performance of ERG Renew is based mainly on the wind power generation business.

Wind farms consist of wind-power generators that can transform the kinetic energy of wind

intomechanical 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, by the value of “green

certificates”, and in general, by the incentive systems for renewable energy sources, which

differ from country to country.

REFERENCE MARKET (1)

MARKET SCENARIO IN ITALY
In 2012 in Italy, renewable sources accounted for 28%of (net) domestic electricity generation,

up from 25% in 2011; of all generation from renewable sources, 15% originated from

hydroelectric power, 5% fromwind power,6% from photovoltaic and the remaining 2% from

geothermal power. Compared with the same period of the previous year, generation from

YEAR YEAR
2012 2011

ITALIAN RENEWABLE ENERGY SOURCESMARKET (2) (GWH)

GENERATION FROM RENEWABLE SOURCES (3) 80,002 72,960

OFWHICH:

HYDROELECTRIC 43,322 47,202

GEOTHERMAL 5,238 5,315

WIND 13,119 9,775

PHOTOVOLTAIC 18,323 10,668

FRENCH RENEWABLE ENERGY SOURCESMARKET (2) (GWH)

GENERATION FROM RENEWABLE SOURCES(4) 75,205 61,795

OFWHICHWIND POWER 13,406 11,624

SALE PRICES (EUR/MWH)

PUN (ITALY) (5) 75.48 72.23

“GREEN CERTIFICATES“ 80.34 82.12

EE PRICE, CENTRAL-SOUTHERN ITALY 73.16 70.86

EE PRICE, SOUTHERN ITALY 70.34 69.04

EE PRICE, SICILY 95.28 93.11

ERG RENEW AVERAGE UNIT VALUE OF THE SALE PRICE OF ELECTRICITY IN ITALY 150.60 153.50

FEED IN TARIFF (FRANCE) 89.36 86.98

FEED IN TARIFF (BULGARIA) 94.43 N.A.

(1) estimated output for December
(2) source:Terna S.p.A.monthly report on the electrical system. Estimated data, subject to correction
(3) sources taken into consideration: hydroelectric, geothermal,wind power and photovoltaic energy
(4) sources taken into consideration: hydroelectric and wind power
(5) Single National Price



hydroelectric sources decreased (-8%); by contrast, generation from wind power recorded a

significant increase (+34%) also thanks to good wind conditions, as did generation from

photovoltaic sources,up by 72%,driven by the very sharp growth in installed power occurred

in 2011.Generation from geothermal sources was substantially stable.

TARIFF SCENARIO
Italy

The expected Italian Inter-ministerial Decree providing incentives for renewable electricity

sources other than photovoltaic was published on the Official Gazette dated 10 July 2012,

Ordinary Supplement no. 143.

The incentives provided for plants already existing or completed by the end of the current

year (with the provision of a transitory period through 30 April 2013, for plants already

authorised as of the date the Decree entered into force), do not have any significant

discontinuities (the calculation formula is confirmed).Until 2015, the“green certificates”system

will remain in force and it will be converted, for the residual period of entitlement to the

incentives, into a premium feed-in tariff paid on a monthly basis and calculated according to

the same formula. Additionally, the timing for the withdrawal by the National Grid Operator

(GSE) of the “green certificates” issued for generation from renewable sources in the years

from 2011 to 2015 was defined. In particular, for the “green certificates” produced in 2011,

payment of 50%was prescribedwithin 30 days from the publication of the Decree (value date

9 August 2012),whilst the remaining 50% shall be paid no later than 30 September 2013.With

reference instead to the “green certificates” produced in the first half of 2012, they will be

withdrawn no later than 31 March 2013,whereas those produced in the second half of 2012

will be withdrawn no later than 31 December 2013.

With regards to the plants built from 2013 onwards, access to the incentives is instead

confirmed with a Dutch auction (with a starting price of EUR 127 per MWh for wind farms

with a capacity exceeding 5 MW).

TheDecree also introduced,starting from2013, for all entities accessing the incentive schemes

for the generation of electricity fromplants powered by renewable sources (with the exclusion

of photovoltaic plants and of plants allowed for Inter-ministerial Price Committee Order no.

6/92), a contribution of EUR 0.5 for each MWh of subsidised energy, to be paid to the Italian

National Grid Operator (GSE).

With its resolution 281/2012/R/EFR dated 5 July 2012, the Italian Authority for Electrical Energy

andGas revised the regulations pertaining to the electricity dispatching service for generation

plants powered by non-programmable renewable sources. The new rules, which transfer to

generators fromnon-programmable renewable sources a part of the imbalance costs relating

thereto,shall be applicable from 1 January 2013 and pertain to a transitory period of one year.

In this regard, for 2013, a deductible is provided equal to 20% of the amended and corrected

binding programme of the dispatching point for the first half of the year and equal to 10% for

the second half. Further regulations by the Authority will define the conditions to be applied

for the following years.

For the tariff scenarios in France,Bulgaria and Romania,please see the Regulatory framework

description.

42



HIGHLIGHTS OF ADJUSTED PERFORMANCE ITEMS

The breakdown of EBITDA at replacement cost between the various geographic areas of the

Renewable Energies business was as follows:

In 2012,consolidated revenueswere significantly higher than in 2011 in spite of the reduction

of the overall unit energy sale value, thanks on one hand to the increased average power in

operation during 2012, and on the other to more favourable wind conditions, which led to

greater generation than in the previous year.

For ERG Renew, the sale price of electricity in Italy amounted on average to 70.3 EUR/MWh,

slightly lower than the value of 71.4 EUR/MWh recorded in 2011, and lower than the Single

National Price (75.5 EUR/MWh) considering also the specific geographical breakdown of ERG’s

plants, concentrated in Southern Italy. The estimated value of “green certificates”, i.e. 80.3

EUR/MWh, declined from 82.1 EUR/MWh estimated in 2011. Overall, therefore, the average

unit revenue from Renew production in Italy, considering the sale value of energy and of the

“green certificates”,was 150.6 EUR/MWh,down from 153.5 EUR/MWh in 2011.

The EBITDA of the period grew sharply to EUR 137million,substantially doubling the value of

EUR 69 million recorded in 2011, mainly because of the increased production, which amply

offset the slight decrease in unit revenues.

YEAR YEAR
2012 2011

EBITDA AT REPLACEMENT COST

ITALY 128 62

FRANCE 8 7

BULGARIA (50%) 1 –

TOTAL 137 69

YEAR YEAR
2012 2011

OPERATING RESULTS

REVENUES FROMORDINARY OPERATIONS 177 114

EBITDA AT REPLACEMENT COST (1) 137 69

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (1) (66) (50)

EBIT AT REPLACEMENT COST (1) 71 19

CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 39 53

MAIN FINANCIAL DATA

NET INVESTED CAPITAL 1,013 1,004

SHAREHOLDERS’EQUITY 550 534

TOTAL NET FINANCIAL INDEBTEDNESS 463 470

OFWHICH NON-RECOURSE PROJECT FINANCING (2) 520 446

EBITDAMARGIN% (3) 77% 61%

(1) not including non-recurring items indicated in the section“Alternative performance indicators,” to which reference should be made for further details
(2) including cash and cash equivalents
(3) EBITDA at adjusted replacement cost over revenues from ordinary operations
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Lastly, it should be pointed out that the result also reflects the effect of the reduction of unit

costs perMWgenerated, thanks on one hand to effective cost containment actions and on the

other to the positive effects deriving from the increased size of the company.

Installed power at period end increased from 548 MW at the end of 2011 to 596 MW at the

end of 2012,with growth concentrated in Calabria, thanks to the commissioning of the new,

22.5 MW Amaroni wind farm at the end of 2012, and in Bulgaria, with the acquisition

through LUKERG Renew of the Tcherga wind farm (total power: 40 MW, of which 50%

belonging to ERG).

During2012,electricitygenerationbyERGRenewamounted to1,222GWh,markedlyhigher than

the740GWhof 2011;inparticular,windpowergeneration in Italy amounted to1,072GWhversus

627 GWh in 2011.This increase is mainly linked to the contribution of the Fossa del Lupo wind

farm,started during 2011,with 205GWhgenerated during the period,and to the contribution of

ERG Eolica Campania purchased in August 2011 (259 GWh). Additionally,wind conditions were

generally highly satisfactory andmarkedly better than in 2011.

Theoutput from thewind farms in France amounted to128GWh,higher than in the sameperiod

of 2011 by 15 GWhbecause of stronger winds.

YEAR YEAR
2012 2011

GENERATION ((GWH)

ITALY 1,072 627

OFWHICH

CAMPANIA 304 99

CALABRIA 213 72

PUGLIA 369 295

MOLISE 103 86

SICILY 69 58

OTHERS 15 16

FRANCE 128 113

BULGARIA (50%) 22 N.A.

TOTALWIND FARMGENERATION 1,222 740

YEAR YEAR
2012 2011

INSTALLED POWER (MW)

ITALY 512 483

OFWHICH

CAMPANIA 144 140

CALABRIA 120 98

PUGLIA 158 158

MOLISE 42 40

SICILY 38 38

OTHERS 11 11

FRANCE 64 64

BULGARIA (50%) 20 N.A.

TOTAL INSTALLED POWER AT PERIOD END (1) 596 548

(1) power of plants in operation at period end
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Lastly,with regard to Bulgaria, ERG Renew’s generation amounted to 22 GWh and refers only to

the second half of 2012.

The following table shows wind farm load factor bymain geographic area; the figure,estimated

taking into account the actual start of operations of the wind farms in individual years,provides

ameasure of the level of generation of the various farms in relative terms,and it is influencednot

only by the characteristics of the farmand thewind conditions in the period considered,but also

by the level of availability of the plants and any limitations on the energy transport networks.

With regard to the Ginestra wind farm, of the 8 MW missing for the completion of the wind

farm, authorised for 40 MW, 6 MW are already installed and exercisable and 2 MW are still to

be installed; the temporal misalignment of the entry into operation of these wind turbines

stems from precautionary needs expressed by the competent authorities for the protection

of environmental interests.

YEAR YEAR
2012 2011

LOAD FACTOR %

ITALY 25% 20%
OFWHICH

CAMPANIA 24% 18%

CALABRIA 24% 15%

PUGLIA 27% 21%

MOLISE 29% 25%

SICILY 21% 18%

OTHERS 16% 18%

FRANCE 23% 20%

BULGARIA (50%) 25% N.A.

LOAD FACTOR (1) 25% 20%

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

REFERENCE MARKET

The electricity demand 4 of the Italian electric system in 2012 amounted to 325.3 TWh, in

decline (-2.8%) compared with the values recorded in 2011. This decrease reflects the

Country’s current economic recession.With regards to Sicily, reference market for the ERG

group, the contraction in demand comparedwith 2011was 4.2%, from 22.1TWh to 21.2 TWh.

In the same period, net domestic electricity generation amounted to 284.8 TWh, down by

2.3% compared with the previous year, whilst the net trade balance with foreign countries

recorded net imports of 43.1 TWh,down by 5.8% comparedwith 2011.72% of (net) domestic

production was assured by thermoelectric plants and the remaining 28% by renewable

sources; these data, if compared with 2011, show a sharp contraction in generation from

thermoelectric sources (-6.3%) and growth in generation from renewable sources (+9.7%).

The average value of the PUN (Single National Price) in 2012 was 75.48 EUR/MWh, up by 4%

compared with the value of the previous year (i.e. 72.23 EUR/MWh). Said increase only partly

reflected the strong growth in fuel costs, in particular during the first ninemonths of the year,

also due to the weakened EUR/USD exchange rate, entailing very weak margin values in

particular for gas-fuelled plants.

4 Including grid losses and net of electricity used for pumping.

YEAR YEAR
2012 2011

ITALIAN ELECTRICITYMARKET (1) (GWH)

DEMAND 325,259 334,640

PUMPING CONSUMPTION 2,627 2,539

IMPORT/EXPORT 43,088 45,733

INTERNAL GENERATION (2) 284,798 291,446

OFWHICH

THERMOELECTRIC 204,796 218,486

RENEWABLE ENERGY SOURCES 80,002 72,960

SALE PRICES (EUR/MWH)

PUN (3) 75.48 72.23

(1) source:Terna S.p.A.monthly report on the electrical system.Provisional 2012 data, subject to correction
(2) output net of consumption for auxiliary services
(3) Single National Price. Source:GME S.p.A.
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PERIOD PERFORMANCE HIGHLIGHTS

The breakdown of EBITDA at replacement cost between the various Power & Gas businesses

was as follows:

SALES OF ELECTRIC POWER

YEAR YEAR
(EURMILLION) 2012 2011

REVENUES FROMTHIRD PARTIES 1,435 1,214

INTRA-SEGMENT REVENUES 216 221

REVENUES FROMORDINARY OPERATIONS 1,651 1,435

EBITDA AT REPLACEMENT COST (1) 328 239

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (1) (76) (84)

EBIT AT REPLACEMENT COST (1) 253 155

CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 35 22

(1) the data 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

YEAR YEAR
2012 2011

SALES (GWH)

TOTAL SALES 7,852 7,344

ISAB ENERGY 4,077 3,655

ERG POWER & GAS BUSINESS UNIT 3,775 3,689

OFWHICHTO ISAB S.R.L. 215 202

GENERATION (GWH)

TOTAL GENERATION 6,997 6,670

OFWHICH ISAB ENERGY S.R.L. 4,077 3,655

OFWHICH ERG POWER S.R.L. 2,920 3,015

SALE PRICES (EURO/MWH)

CIP 6 122.7 105.7

YEAR YEAR
2012 2011

EBITDA AT REPLACEMENT COST

ISAB ENERGY / ISAB ENERGY SERVICES 241 153

ERG POWER & GAS BUSINESS UNIT/ ERG POWER PLANTS 87 86

TOTAL 328 239
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ISAB ENERGY
The results of ISAB Energy are partly subject to changes inmarket conditions,due to the index

linking of prices contained in the electric power sale and rawmaterial purchase contract.

The selling price of electric power generated by ISAB Energy is regulated by Inter-ministerial

Price Committee Order no. 6 dated 29 April 1992 (so-called CIP 6/92).

ISAB Energy has been party to a twenty-year running agreementwith the Italian National Grid

Operator (GSE) since 2000,whereby the sale price includes the valuation of the“avoided cost

component of fuel“ (CEC) which in turn reflects the changes in natural gas prices. The

feedstock, themain rawmaterial used to generate electricity, is acquired from ISAB S.r.l.under

a multi-year“take or pay”contract and is also tied to the valuation of the avoided cost of fuel.

In 2012, electricity generation totalled 4,077 GWh, up strongly from 3,655 GWh of 2011.The

increase is partly connected to the effects of the general downtime at the end of 2011, and it

partly reflects the better overall performance of the plant. The utilisation factor of the plant

rose from 79% in 2011 to 88% in 2012.

During the period, EBITDA at replacement cost totalled EUR 241 million, considerably better

comparedwith the previous year (153million),as a consequence both of the increased output

and of the higher sale price estimated to date.

With regards to the calculation of the CEC, for the purposes of this Report, the basic method

of the AEEG Resolution no.ARG/GAS_64/09 (IntegratedText for Gas Sales) was applied, taking

into consideration the Resolutions that updated it during the third quarter of 2012. This

determination was carried out while awaiting the potential effects that could stem from the

process to re-determine the CEC adjustment for 2008 as a result of the settlement of the

dispute pertaining to AEEG resolutions no. 154/08 and ARG/elt 50/09, and any further

developments in the regulatory environment that could affect some variables pertaining to

the calculation of the CEC.

On 20 November 2012, the Italian Ministry of Economic Development issued the Ministerial

Decree that regulates the applicability to “Selected Initiatives” of Article 30, paragraph 15 of

Law no.99 of 2009, in relation to the manner of determining the value of the CEC, also taking

into account trends in conversion efficiency.

On 25 January 2013, the GSE published the operating procedure for obtaining the formal

recognition of possession of the requirements for the purposes of the application of the

waivers per the Decree of 20 November 2012.

ISAB Energy is preparing thewaiver application accompanied by the documentation required

by the GSE.

Additionally, Italian Official Journal no. 231 of 3 October 2012 published Ministerial Decree

28/6/2012 of the Ministry of Economic Development that extended to 31 March 2013 the

deadline for the voluntary early termination of CIP6 conventions for plants fuelled with

process fuels or residues or energy recoveries (already extended to 30 June 2012 with the

Ministerial Decree of 7 January 2012), allowing the involved operators to exercise this option

on the 1st of July of each year between 2013 and the year when half of the residual period of

validity of the convention with respect to the 1st of January 2012 falls (as well as on the 1st of

January, as provided previously).

Lastly, the net financial indebtedness at 31 December 2012 of the company ISAB Energy,

consolidated on a line-by-line basis,was approximately EUR 54 million, lower than the figure

of EUR 95 million at 31 December 2011.
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ERG POWER & GAS BUSINESS UNIT AND ERG POWER
During 2012, ERG Power’s net electricity generation amounted to 2,920 GWh, slightly less than

in 2011 (3,015 GWh).Approximately 7% of ERG Power’s generated electricity was used to cover

the consumption of the North Refinery of ISAB S.r.l.

The net supply 5 of steam by ERG Power plants to the Priolo industrial site in 2012 was

approximately 1,628 thousand tonnes (1,945 thousand tonnes in 2011),ofwhich approximately

1,094 thousand tonnes were destined to the North Refinery of ISAB S.r.l.

EBITDA for 2012, i.e.EUR 87million, slightly higher than in 2011 (EUR 86million).The continued

achievement of generally satisfactory results,even in a highly challengingmarket environment,

reflects the effectiveness of energy management and risk mitigation policies, contemplating,

inter alia, the sale – throughmulti-year agreements – of steam and electricity to the customers

of themulti-company petrochemical site of Priolo Gargallo, themulti-year forward sale to IREN

Mercato and the use of financial instruments to hedge price risk.

As a result of the agreement signed with IREN Mercato in November 2011, the results of 2012

do not include the retail marketing activities, sold to IRENMercato,but rather the effects in the

period of the multi-year wholesale of 2 TWh per year to IREN Mercato, with a price formula

designed tomitigatemarket risks.

Lastly, the result obtained in 2012, compared to the previous year, also benefited from the full

contribution deriving from participation in the Dispatching Services Market (MSD),where ERG

has been active since October 2011.

5 I.e.the supply of steam to the industrial site of PrioloGargallo excluding pipeline losses,net of steamwithdrawal fromcustomers.
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REFINING & MARKETING

The results of the Coastal Refining and Integrated Downstream sectors are included in the

Refining & Marketing sector.

The breakdown of EBITDA at adjusted replacement cost and of the capital expenditures

between the various activities of the Refining & Marketing business was as follows:

INTEGRATED DOWNSTREAM

REFERENCE MARKET (1)

Italian Retail Market: in 2012, consumption in the Retail channel decreased by 9.5%

compared with 2011; gasoline demand recorded the fastest drop (-10.7%), while diesels

declined slightly less sharply (-8.8%). The sharp contraction in demand is essentially due to

the current severe economic crisis,which has had a heavy impact on consumption levels and

habits.Additionally,a strong downward pressure on consumption is also tied to the significant

rise in retail prices, driven by the rise in the international prices of the products and in the

increase in excise duties and VAT.

YEAR YEAR
(THOUSANDS OFTONNES) 2012 2011

ITALIAN RETAIL MARKET

GASOLINE 8,342 9,337

DIESEL 15,269 16,742

ITALIANWHOLESALEMARKET

DIESEL 10,892 12,060

HEATING OIL 1,455 1,576

SPECIALTIESMARKET

COMBUSTION LPG 1,752 1,933

BITUMEN 1,595 2,075

LUBRICANTS 394 431

(1) estimated figures

YEAR YEAR
(EURMILLION) 2012 2011

EBITDA AT ADJUSTED REPLACEMENT COST

INTEGRATED DOWNSTREAM 53 82

COASTAL REFINING (32) (76)

TOTAL 21 6

ADJUSTED CAPITAL EXPENDITURES ONTANGIBLE AND INTANGIBLE FIXED ASSETS

INTEGRATED DOWNSTREAM 37 38

COASTAL REFINING 14 39

TOTAL 51 77
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Italian Wholesale Market: during the year,Wholesale demand for diesel fuels (transport,

marine and agricultural) declined,by -9.7% from the previous year; this change is mostly due

to the decrease in the demand for transport diesel (-10.7%), coupled with the decrease in the

demand for marine diesel (-18.2%) and agricultural diesel (-3.0%).With regard to heating oil,

demand contractionwas slightly less significant, i.e.by 7.7% comparedwith the previous year.

SpecialtiesMarket: in 2012, sales of LPG declined by -3.2% compared with 2011, linked also

to the strong rise in prices; the decline in consumption in the fuel channel (-9.4% compared

with 2011) was partially offset by the growth in the transport channel.

Still more evident were the effects of the economic crisis on demand for Bitumens, which

collapsed from the already depressed values of 2011 (-23.1%). Lastly, sales of lubricants were

down from the previous year (-8.6%), both because of the sharp contraction in sales in the

auto channel (-11.4%) and in the industry channel (-6.1%).

HIGHLIGHTS OF INTEGRATED DOWNSTREAM PERFORMANCE
AT ADJUSTED REPLACEMENT COST
To enhance the understandability of Integrated Downstream performance, the results of this

business are shown at their adjusted replacement cost,which reflects ERG’s share (51%) of the

consolidated results of the TotalErg joint venture.

It should be noted that the underlying values, in addition to the share of TotalErg, also include

the activities in Sicily controlled by ERG Oil Sicilia.

EBITDA at replacement cost in 2012 amounted to EUR 53 million, sharply down compared

with EUR 82 million in the previous year.

The result was penalised by the weak results of the Retail segment, affected by sharply

contracting petroleum consumption and by extremely weakmargin levels as a consequence

both of the rising trend in prices recorded early in the year,and of the particularly challenging

competitive scenario, with a level of discounts that ended up significantly eroding industry

margins.

With regards to Wholesale and Specialties, the results, albeit reflecting the weakness of the

economic cycle,were in line with the previous year.Lastly, refining benefited from themargin

recovery, in particular in the second and third quarter,with significantly higher results than in

2011.

YEAR YEAR
(EURMILLION) 2012 2011

REVENUES FROMTHIRD PARTIES 4,325 4,651

INTRA-SEGMENT REVENUES 96 41

REVENUES FROMORDINARY OPERATIONS 4,422 4,692

EBITDA AT REPLACEMENT COST (1) (2) 53 82

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (2) (59) (60)

EBIT AT REPLACEMENT COST (1) (2) (6) 22

CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 37 38

(1) inventory gains (losses) of +2 in 2012 (+53 in 2011)
(2) not including non-recurring items indicated in the section“Alternative performance indicators” to which reference should be made for further details
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DOWNSTREAM IN SICILY
Downstream activities in Sicily are carried out through ERG Oil Sicilia (EOS), which started

operations on 1 April 2010 within the scope of the performance of the agreements for the

incorporation of TotalErg, and to which all the assets of ERG Petroli in the Region were

contributed.

ERGOil Sicilia operates both in the Retail andWholesalemarkets.The network of ERGOil Sicilia

at 31 December 2012 comprises 306 sales outlets with a nationwide market share of

approximately 1.0%.

The results, in addition to reflecting the severe decline in consumption,were affected by the

discount initiatives implemented by themain operators of the Retail segment,which brought

about a reduction in themargins.Hence, the overall result in the year was lower than in 2011,

also as a consequence of the contraction of activities in theWholesale network that followed

the reduction of the share in the ISAB Refinery.

Total sales in the two networks amounted to approximately 473 thousand tonnes in the twelve

months (696 thousand tonnes in 2011).

HIGHLIGHTS OF TOTALERG PERFORMANCE
The following figures refer to 100%of the Consolidated Financial Statements of the company,

which has operated since 1 October 2010.

The result in terms of EBITDA was influenced in the marketing sectors by the weak

performance of the Retail network,which was affected by the strong decline in consumption

as well as by very depressed margins, particularly in the first and third quarter, deriving both

from the trend of rising prices, and from the already mentioned very challenging economic

environment,with exceptionally high levels of discounts.

The results of refining, improved compared with the same period of the previous year,

benefitted from a slight recovery in margins, in particular in the second and in the third

quarter.

The process of obtaining synergies deriving from the unified management of the main

business and support processes is progressing as planned and it has made it possible to

mitigate, if only in part, the negative effects generated from the challenging market

environment.

The net financial position of TotalErg as at 31 December 2012 amounts to EUR 374 million,

lower than EUR 449 million as at 31 December 2011, as a result of working capital dynamics.

YEAR YEAR
(EURMILLION) 2012 2011

EBITDA AT REPLACEMENT COST (1) 84 129

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (2) (107) (109)

EBIT AT REPLACEMENT COST (1) (23) 20

CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 71 68

(1) the data reported do not include inventory gains (losses) of +5 million in 2012 (+105 in 2011)
(2) they do not include non-recurring items as indicated in“Alternative performance indicators”, to which reference is made for additional details
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Retail Network

In 2012, the fuel sales of the TotalErg Network amounted to approximately 2,646 thousand

tonnes, sharply reduced compared with 3,084 thousand tonnes in the previous year, basically

due to the general decline in sales in the sector and to the discount initiatives implemented by

major competitors, in particular in the summer months. Total market share was 11.2%, down

from 11.8% in 2011, in view of a very severe decline in the summermonths, concurrently with

the aggressive promotional campaigns implemented by the main competitors, followed by a

recovery in the final part of the year.

As alreadymentioned,network sales were heavily affected by the general trend of sales in the

country, influenced both by the economic crisis and high retail prices.

To these factors, which impacted on consumption in general, were added the discount

initiatives launched by major operators. In this competitive environment, TotalErg’s strategy,

aimed at safeguarding income by avoiding sales with negative margins, has caused a

contraction in market share during the specific period, in particular in the period of highest

intensity of the promotional campaigns.

At 31December 2012,theTotalErgNetwork in Italy comprises 3,248 stations (ofwhich 1,940 are

owned by the Group and 1,308 are leased), comparedwith 3,383 plants at 31 December 2011.

Wholesale Network

TotalErg operates on thewholesalemarket by selling petroleumproductsmainly to companies

that in turn resell them to end users on their own local markets and directly to consumers

through the subsidiaries Restiani and Eridis.

In 2012, diesel sales amounted to 1,236 thousand tonnes, down from 1,410 thousand tonnes

in 2011, also as a consequence of the generalised business declined tied to the ongoing

economic crisis.

In addition to the sales made directly by TotalErg, the sector benefited from the results of the

subsidiaries:

– Restiani S.p.A.,60% controlled,which operates in themarketing of petroleumproducts and

heat management services for private users in particular in the Northwest area.

– Eridis S.r.l.,wholly owned subsidiary that operates in themarketing of petroleum products

in the Northwest and Centre-South areas.

Specialties

TotalErg operates in the Specialties sector by selling lubricants (of which it purchases the bases,

which it thenmixeswith additives in its ownplant in Savona and in third party plants),bitumen,

both normal andmodified (producedby its ownplants),and LPG,both directly and through the

wholly owned subsidiary TotalGaz.

In 2012,sales of lubricants amounted to 48.4 thousand tonnes (51.7 thousand in 2011),ofwhich

3.5 were in the marine/foreign market,with total market share of 11.0%.

Bitumen sales amounted to 152.1 thousand tonnes, down sharply compared with 255.1

thousand tonnes in 2011,as a result both of the collapse in demand,and also of the suspension

of internal bitumenproduction on the RomeRefinery andon the SarpomRefinery during 2012.

Lastly, LPG sales amounted to 248.8 thousand tonnes, more than 216.5 thousand tonnes in

2011, essentially in the business-to-business and Retail network.
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INLAND REFINERIES
The Inland Refineries, located in two of the areas featuring the greatest intensity of

consumption in Italy,have a total annual balanced distillation capacity,as far asTotalErg’s share

is concerned, of 6.0 million tonnes (approximately 120 thousand barrels/day) and differ

according to the type of conversion.The Rome Refinery (Raffineria di Roma) is equippedwith

thermal conversion, whereas the Sarpom Refinery is equipped with catalytic conversion,

capable of producing higher quantities of light distillates. Both refineries mainly process low

sulphur content crude oil; high sulphur content crude oil is processed to produce bitumen.

On 17 May 2012, the project to transform the industrial site of the Rome Refinery (Raffineria

di Roma) – its wholly owned subsidiary – into a major logistical facility for the storage and

handling of petroleum products was approved.

During September of the same year, the downtime of the refining facilities was started and

completed according to the schedule, thus launching the industrial transformation project,

whereby processing and the exposure to the refining business will be considerably reduced.

As a consequence of the downtime of the facilities,TotalErg’s processing capacitywas reduced

from 6.0million to approximately 1.6million tonnes per year,being limited solely to thework

processes carried out at the Sarpom Refinery.

Moreover, transformationworkwas carried out in the SarpomRefinery, to achieve a structural

reduction in costs, thus causing bitumen production to be suspended from July onwards.

MARGINS AND PROCESSING

The processing work carried out in 2012 amount to 3,854 thousand tonnes, a decrease

compared with 5,179 thousand tonnes processed in the same period of the previous year; in

addition to the aforementioned shutdown of the facilities in the Rome Refinery (Raffineria di

Roma), the decrease was also caused by the planned general downtime of the Refinery in

April and by the decision to limit the least profitable processingwork in periodswhenmargins

are particularly weak,opting to import products instead,and by use of semi-finished products

on the Sarpom Refinery to optimise margins.

Unit contributionmargins benefited from the significant recovery experienced in the second

and third quarter of 2012, with satisfactory crack spreads both for gasolines and for diesels;

however, the margins returned to severely depressed values in the final part of the year.

YEAR YEAR
2012 2011

UNIT CONTRIBUTIONMARGINS AT REPLACEMENT COSTTOTALERG INLAND REFINERIES (1)

USD/BARREL 3.48 1.01

EUR/BARREL 2.71 0.72

EUR/TONNE (2) 19.9 5.3

PROCESSEDVOLUMES (KTONNES) 3,854 5,179

OFWHICH

SARPOM (TRECATE) 1,552 1,645

ROME 2,302 3,534

(1) the unit contribution margins at replacement cost, net of variable production costs (mainly utility costs) do not include inventory gains (losses) and non-
recurring items

(2) barrel/tonne conversion factor equal to 7.355 in 2012 (7.310 in 2011)
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COASTAL REFINING

REFERENCE MARKET (1)

Crude price

In 2012, the average price of crude oil (Brent) was 111.7 USD/barrel, in line with the previous

year (+0.4 USD/barrel), characterised by high volatility andwith fluctuations in the order of 40

USD/barrel (lowest: 89 USD/barrel; highest: 128 USD/barrel).

Market volatility reflects widely disparate events, mostly replicating those of 2011

(characterised by the Libyanwar,Syrian crisis and the Iranian nuclear issues):on one hand, the

crisis and the embargo against Iran, the exacerbating war in Syria, the re-emergence of

tensions in North Africa (Libya and Egypt in particular) and in Palestine, the constant acts of

sabotage in Iraq;on the other hand,OPEC’s production,which grew progressively,with Saudi

Arabia nearly reaching 10mbd, the output deriving from tight oil in the USA,which exceeded

expectations (approximately 1.2 mbd, lifting average US crude oil production to 6.4 mbd in

2012 and to 7mbd in January 2013),China’s oscillating growth and the threatening shadows

of the US fiscal cliff.All this was accompanied by disruptions to operations in theNorth Sea and

in Canada (bituminous sands) and export limitations in Sudan,Yemen and Nigeria, together

with the threat of closure of the Strait of Hormuz,which created price peaks,always dampened

by the weakness of Western economies, which is also influencing emerging markets, and by

the downwards revision to the growth of GDP and oil demand. The market’s perception, in

fact, is that supply ismore than adequate; in the US,stocks remained at very high levels,whilst

in Europe they declined below their average level.

YEAR YEAR
2012 2011

CRUDE OILS (USD/BARREL)

BRENT CRUDE PRICE (2) 111.67 111.26

URAL/BRENT DIFFERENTIAL (3) (0.91) (1.65)

AZERI LIGHT/BRENT DIFFERENTIAL 2.97 3.87

PRODUCTS (USD/TONNE)

TRANSPORT DIESEL PRICE 970 957

UNLEADED GASOLINE PRICE 1,022 978

FUEL OIL PRICE 625 604

CRACK SPREAD (USD/BARREL)

TRANSPORT DIESEL - BRENT 18.30 17.10

GASOLINE - BRENT 10.69 5.86

ATZ FUEL OIL - BRENT (13.22) (16.17)

MARGIN INDICATORS

EMC (USD/BARREL) (4) 0.19 (2.19)

EMC (EUR/BARREL) (4) 0.15 (1.57)

EUR/USD EXCHANGE RATE 1.285 1.392

Source Platt’s
(1) average prices in the period
(2) Brent Dated: reference light crude, on mean FOB basis
(3) Ural: reference heavy crude, on mean CIF basis
(4) value of the “notional” EMC contribution margin to FOB yields obtained with a 50% mix of the Ural and Azeri Light crudes.The EMC notional margin refers

to a complex refinery characterised by catalytic conversions oriented to the production of gasoline (Fluid Catalytic Cracking plant)

55



In 2012, Russia continued to pursue its strategy to increase exports of Ural crude from the

North Sea and to China to the detriment of the Med; this, together with the rise in the crack

spread of diesel and with the decrease in the embargoed Iranian crude, caused the Ural

differential relative to Brent to decline from -1.65 USD/barrel in 2011 to -0.91 USD/barrel in

2012.

On the other hand, the availability of Libyan crudes, natural competitors of the Azeri Light in

the Mediterranean, the reduced absorption of BTZ crude oils in the US as a result of the

increase in domestic production from tight oil and the resolution of the technical production

difficulties of 2011 contributed to the reduction of the differential of Azeri Light crude

compared with Brent crude, which changed from +3.87 USD/barrel in 2011 to +2.97

USD/barrel in 2012.

Products

The crack spread of transport diesel rose comparedwith the third quarter of 2011, from 17.10

to 18.30 USD/barrel.This change reflects the limited production,due tomaintenancework, to

the shutdowns and to accidents in refineries in Europe and in the USA, to the impact of

hurricanes, to the downtime of some refineries in North Africa and theMiddle East and to the

buoyant demand in emerging markets.

The crack spread for gasoline rose significantly, from 5.86 USD/barrel in 2011 to 10.69

USD/barrel in 2012,peaking above 20 USD/barrel at the end of the first quarter andmid-year;

the trend was determined by maintenance work in the Atlantic area, by the shut-down of

some refineries on the East Coast of the United States and in Europe, by the Petroplus

bankruptcy,by disruptions in operations in the USA, inVenezuela andNorth Africa and by the

approaching US driving season.

With regard to ATZ fuel oil, the relative improvement in the crack spread,up by approximately

3.0 USD/barrel comparedwith the average recorded in 2011, reflects on one hand the demand

for bunker (Singapore) and low stocks,and on the other hand, limited product availability due

to extraordinary maintenance work (in particular in Russia) and low processing levels.

The buoyant level of imports in Japan following the reduction in generation of nuclear

electricity was also confirmed.

In theMediterranean, the product is finding its ultimate balance thanks to a constant, regular

outflow towards the Far East, the main outlet market for this material.

Industry refiningmargins (EMC)

The strong improvement in the notional reference margin EMC, which rose from -2.19

USD/barrel in 2011 to +0.19 USD/barrel in 2012 (+2.38 USD/barrel) is driven by the growth in

the crack spread of gasoline and diesel and by the reduction in the premium for the Azeri

Light.
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HIGHLIGHTS OF COASTAL REFINING PERFORMANCE AT ADJUSTED REPLACEMENT COST (1)

To enhance the understandability of Coastal Refining performance, the results of this business

are shown at their adjusted replacement cost, which reflects, for ERG’s share (51% until 31

March 2011, 40% from 1 April 2011 and 20% from September 2012), the results of ISAB S.r.l.,

whose contribution to income at non-adjusted replacement cost values is represented in the

measurement of the investment under the equity method of accounting.

In 2012, revenues were higher than in 2011, both as a result of the increase in prices in Euro,

and of the increase in processed volumes and trading.

EBITDA at adjusted replacement cost of 2012, in the presence of a particularly penalising

scenario in the first part of the year for highly converted refineries, oriented to diesel

production, like ISAB S.r.l.,was negative by EUR 32million.The figure is an improvement over

2011, when it was approximately EUR -76 million, partly influenced by the downtime of the

facilities for periodic maintenance during the year.

MARGINS AND PROCESSING

Overall, unit margins in 2012 were still depressed, affected by the strength of the prices of

crude oils and of fuel oil which tends to penalise strongly converted refineries like ISAB,with

effects only partly offset by the recovery in crack spreads in the second part of the year.

The decreased processing volumes compared with 2011 was primarily tied to the reduction

in the share held in ISAB S.r.l. from 51% to 40% from the second quarter of 2011 and to 20%

YEAR YEAR
2012 2011

UNIT CONTRIBUTIONMARGINS AT ADJUSTED REPLACEMENT COST (1)

OF ERG COASTAL REFINING

USD/BARREL 1.36 0.96

EUR/BARREL 1.06 0.69

EUR/TONNE (2) 7.8 5.0

PROCESSEDVOLUMES (KTONNES) 4,479 4,911

(1) expressed net of variable production costs (principally costs for utilities), they do not include inventory gains (losses) and non-recurring items and they
include the contribution allocable to ERG of ISAB S.r.l.

(2) the barrel/tonne conversion factor was equal to 7.382 in 2012 and 7.305 in 2011

YEAR YEAR
(EURMILLION) 2012 2011

REVENUES FROMTHIRD PARTIES 6,517 5,164

INTRA-SEGMENT REVENUES 749 1,083

ADJUSTED REVENUES FROMORDINARY OPERATIONS 7,266 6,247

EBITDA AT ADJUSTED REPLACEMENT COST (32) (76)

ADJUSTED AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (38) (49)

EBIT AT ADJUSTED REPLACEMENT COST (70) (124)

ADJUSTED CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 14 39

(1) the illustrated figures do not include:
- inventory gains (losses) of +8 in 2012 (+61 in 2011)
- the non-recurring items indicated in the section“Alternative performance indicators”, to which reference should be made for further details
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from September 2012; the comparison is also influenced by the periodic maintenance

downtime of the South plants, carried out in the previous year,which went on for 45 days.

The API degree of the crude oils processed in the 2012 (34.4) is higher than that of 2011 (32.5).

HIGHLIGHTS OF PERFORMANCE OF ISAB S.R.L.
The figures that follow refer to 100% of the company.

The significant increase in the operating margin in ISAB S.r.l. in 2012 is affected by the

inventory effects resulting from a reduction in the stocks of crude oil and products held by the

company,which took place in the first part of the period.

As at 31 December 2012, ISAB S.r.l. reported a positive net financial position of EUR 222million,

up by EUR 200 million compared with 31 December 2011 as a result of cash flows from

operating activities and in particular the reduction in the stock of crude oil and products.

YEAR YEAR
(EURMILLION) 2012 2011

EBITDA AT REPLACEMENT COST (1) 200 146

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (110) (112)

EBIT AT REPLACEMENT COST (1) 89 34

CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS 33 88

(1) the data shown do not include the inventory gains (losses)
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CAPITAL EXPENDITURES
The adjusted figure for capital expenditures by the ERG Group in 2012 was EUR 126 million

(EUR 156million in 2011), including EUR 120million for tangible fixed assets (EUR 135million

in 2011) and EUR 6 million for intangible fixed assets (EUR 21 million in 2011).

The breakdown of adjusted capital expenditures by business segment is shown in the

following table:

RENEWABLE ENERGY SOURCES
In 2012,constructionwork on theAmaroniwind farm (22.5MW) continued andwas completed;

the project was acquired in September 2011, commissioned by the end of 2012 and it is now

fully operational. The final activities for the commissioning of Fossa del Lupo were also

completed, and the wind farm started operations in 2011. In June 2012, LUKERG Renew (50%

ERGRenew) closed the acquisition of the Bulgarianwind farm inTcherga (40MW in operation);

this acquisition, for an enterprise value of approximately EUR 26 million (ERG share), is not

included in the amounts indicated in the table of the capital expenditures in the period, since

it was an acquisition of equity investments carried out by the LUKERG Renew joint venture.

POWER & GAS
In 2012, the revamping of the water demineralisation plant at the ERG power plant was

completed. The new plant, characterised by high reliability and capacity of 1,000 m3/hour,

became fully operational in Decemberwhen the ionic exchange unit started operations,whilst

the other unit, based on reverse osmosis technology, had already started production in the

previous months.

The aforesaid two units, of equal capacity, supply treated water to the thermoelectric plants

of the ERG Group and to the industrial processes of the customers in the petrochemical site

of Priolo Gargallo.

In the last quarter of 2012,moreover, the construction site was opened to upgrade one of the

steam production units of the ERG Power plant. Thanks to the work on this unit, the entire

plant will be able to operatemore flexibly and efficiently, in compliancewith the new emission

restrictions prescribed by the Integrated Environmental Authorisation from September 2013

onwards.

Moreover, focused investments continued, to boost the operating efficiency and reliability of

the systems; the planned investments for Health, Safety and Environment also continued.

YEAR YEAR
(EURMILLION) 2012 2011

RENEWABLE ENERGY SOURCES (1) 39 53

POWER & GAS 35 22

REFINING & MARKETING (2) 51 77

CORPORATE 1 2

TOTAL 126 156

(1) Renewable Energy Sources adjusted capital expenditures include ERG’s share of the capital expenditures made by LUKERG Renew since July 2012
(2) Refining &Marketing adjusted capital expenditures include ERG’s share of the capital expendituresmade byTotalErg S.p.A.and, through August 2012,by ISAB

S.r.l. through August 2012
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REFINING & MARKETING

With regards, instead, to Integrated Downstream, during 2012, capital expenditures of

approximately EUR 36 million were made, related to 51% of TotalErg.

Most of the capital expenditures involved the Network,mainly for development activities

(new sales outlets, renovations, new dealerships, sales outlets enhancement, etc.). A

significant portionwas also destined to Health,Safety and Environmentmaintenance and

improvements.

With regards to Coastal Refining, in 2012, the capital expenditures plan provided for the

improvement of the efficiency and performance of equipment, with particular reference

to the Impianti Nord site; additionally, the planned further capital expenditures for the

maintenance of the plants and for improvements in Health, Safety and Environment

aspects continued.
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RISKS AND UNCERTAINTIES
The ERG Group started implementing an integrated risk management model, based on a

systematic approach to identify the foremost risks and to assess their potential negative

effects and appropriate mitigation actions to be taken.

Within this context, the main risks identified,monitored and managed by ERG were:

– market risk;

– liquidity risk;

– risks related to industrial accidents;

– regulatory risk;

– credit risk;

– risk connected with climatic events;

– volume risk.

MARKET RISK
Market risk consists of fluctuations in the exchange rate with respect to the US Dollar, in

interest rates and in prices, in particular on the volatility of petroleum and energy

commodities.

The ERG Group uses different forms of financing to cover the requirements of its industrial

activities, in particular with regard to the thermoelectric and renewable energies businesses.

Any additional changes in interest rate levels could, therefore, lead to unfavourable changes

in loan costs; the onset of difficulties in accessing credit could also make it difficult to

support development strategies, although the Group has its own financial resources.

In accordance with its market risk management policies, the ERG Group uses hedging

financial instruments to manage this volatility; despite these hedging transactions, sudden

changes in currency exchange, interest rates and prices may have a negative impact on the

Group’s operations and financial position.

LIQUIDITY RISK
Liquidity risk consists of the impossibility to fulfil payment commitments because of

difficulties in finding funds or liquidate assets on themarket.The consequence is a negative

impact on income if the company is forced to incur additional costs to meet its

commitments or, as an extreme consequence, a situation of insolvency that jeopardises the

viability of the company is a going concern.

Risk management aims to define, within the planning process, a financial structure that,

consistently with the business targets and with the limits defined by the Board of Directors,

assures an adequate liquidity level for ERG, minimising the related opportunity cost and

maintaining a balance in terms of debt maturity and composition.

The Group maintains access to a broad range of sources of financing at competitive costs,

in spite of the external reference environment where the credit market remains rigid and the

differentials of the interest rates charged are under stress.

RISKS RELATED TO INDUSTRIAL ACCIDENTS
The risk of industrial risks consists of possible damages to the Group’s industrial production

plants, linked to fires, explosions and other unexpected and dangerous factors.Accidents of

a certain magnitude could have a negative impact on the operations, equity and financial

position of the Group, which mitigates such risks through suitable plant management

policies aimed at achieving safety and operating excellence levels in line with best industrial

practices.
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Furthermore, ERG transfers its own industrial risk to third parties via the insurance market,

thereby providing a high level of protection for its structures, even in the event of an

interruption of activity.

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.

REGULATORY RISK
The regulatory risk consists of the change in local, national and international regulations

which may impact on the different businesses where the ERG Group operates. These

regulations pertain, inter alia, to the sale of commodities and electricity, technical-

operational compliance in the construction, commissioning, operation and disposal of the

plants and environmental protection. The constant evolution of said reference regulatory

environment may affect the business performance of the ERG Group. In this regard, the

Business Units and the dedicated functions of the Parent Company constantly monitor and

engage in a constructive dialogue with international,national and local institutions, in order

promptly to assess regulatory changes as they occur and to operate in order tominimise the

economic impact deriving from them.

Particularly noteworthy for the year 2012 was the uncertainty surrounding the as-yet

undefined regulatory framework with regard to the avoided cost component of fuel (CEC).

To improve the estimates of the CEC for 2012, the procedures prescribed since 2010 by the

official regulatory reference represented by Italian Ministerial Decree of 20 November 2012

were used.

However, it cannot be excluded that the Italian Ministry of Economic Development may,

during 2013, accept, even if only to a partial extent, the methodological elements proposed

by the AEEG with its (non binding) opinion no. 535/2012/EEL of 13 December 2012, with

the risk of impacts on the CEC from 2012 onwards.

Based on the information currently available, this hypothesis, while possible, is deemed

unlikely by the Company, both for legal and technical reasons.

CREDIT RISK
Credit risk consists of the possibility of default and/or of the deterioration in the

creditworthiness of a counterparty.

The policy of the ERG Group for the choice of counterparties for both the industrial business

and financial transactions requires high credit ratings.

Credit risk is mitigated through appropriate analyses and evaluations of individual

counterparties,with each of these being assigned an internal credit rating (internal-ratings-

based approach) and managed through appropriate risk transfer instruments. The

assignment of the rating category provides an estimate of the probability of default by a

particular counterparty and for each level, the maximum credit to be granted is indicated;

it is then carefully monitored and it must never be exceeded. The Loans and Credits

Committee is responsible for monitoring exposure to credit risk and making decisions

involving it.

Inherent in the credit risk is also the concentration risk, both by customer and by segment;

it is also monitored in the same manner and on the basis of formalised procedures.
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RISK CONNECTED WITH CLIMATIC EVENTS
Risks connected with climatic events entail the Company’s exposure to the volatility of

production with particular reference to the production of energy from renewable sources.

The characteristics of the energy sources used in the renewable energies segment entail a

production characterised by high variability, connected with the climatic conditions of the

sites where the wind farms are located. In particular, since the production of electricity from

wind sources is linked to “non programmable” climatic factors and it is characterised by

seasonal phenomena in the course of the year, to manage said risks the Group is diversifying

the geographic location of the plants in order to minimise their impacts.

VOLUME RISK
The volume risk consists of changes on the quantities related to sale agreements. This risk

affects both the sale of electricity and petroleum products.

The Group manages this risk by monitoring the macro economic scenario and trends in

demand, and by defining appropriate contractual forms that can reduce its impact.
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HEALTH, SAFETY AND ENVIRONMENT
The protection of persons’health and safety and of the environment are priorities in the ERG

Group’s enterprise culture: the prevention and management of the connected risks are

therefore central in the implementation of the Group’s HSE Policy.

HEALTH AND SAFETY
In 2012, the Group’s Companies continued the activities of the“Safety Project”,a long-term, far-

reaching initiative aimed at improving and ensuring the widespread assimilation of a culture

of safety within ERG.The interdependence of all workers and full compliance with rules and

procedures are key elements of this process.

The Project’s purpose is to structurally improve company processes and the instruments used,

enhancing the current Safety Management System and fully integrating the commitment to

prevention in the Group’s culture.

The initial phase of the analysis and evaluation of shortcomings with respect to best

management practices was followed by the definition and implementation of improvement

actions, aimed at maximising consistency in individual behaviours and assure the strong

commitment of the entire organisation.

Specific activities were carried out, such as “safety dialogues“ (aimed at improving risk

awareness) and widely used communication instruments (bulletin boards, Intranet,

newsletters) in order to involve all personnel on the evolution of the project.

Within the Group, ample space was dedicated to workplace health and safety education and

training, at all organisational levels, involving the various professional profiles involved

(workers,managers and executives).

For the second consecutive year, the “zero injuries” goal was reached in industrial and

operating sites.The injury indicators referred to 2012 show, for all the Group’s operating sites,

the excellent performance of ERG Power, ISAB Energy, ERG Renew and ERG Oil Sicilia.

ENVIRONMENT
During 2012, in the industrial sites included in the“Priolo national interest site”, area clean-up

work continued,consistently with applicable rules and as a result of the arrangements agreed

with the ItalianMinistry of the Environment as the responsible authority,with the supervision

of the local Authorities.Environmental issues remain a central element in the Group’s strategy

for sustainable development in the territory; in particular, ISAB Energy intensified its work to

safeguard groundwater.

For the IGCC plant of ISAB Energy and the thermoelectric plants of ERG Power, additionally,

implementation was completed of the main measures prescribed by the Integrated

Environmental Authorisations, issued in accordance with the EC Directive (IPPC – Integrated

Pollution Prevention and Control). The adopted measures, also further refined in 2012, serve

the purpose of improving environmental performance, and are mostly aimed at minimising

waste water and emissions into the atmosphere and at implementing timely and effective

monitoring and control activities.

For the ISAB Refinery (South andNorth Plants) of ISAB S.r.l., in 2012 implementationworkwas

started on the measures prescribed by the Authorisation and aimed at the adoption of the

“best available practices” in the industry, defined internationally.

Finally, in 2012, in line with the previous years, ERG made the following fundamental

contributions in terms of reducing greenhouse gases in order to achieve national objectives

set by the Kyoto Protocol and EU emissions trading directive:
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– developing the use of renewable sources (e.g.wind power).

– developing and supporting the use of low-carbon fossil fuels (e.g. natural gas);

– improving the energy efficiency and integration of its own industrial activities (combined

cycles and cogeneration).

ERG also participates in the Italian Carbon Fund in order to obtain emission credits by

financing projects to reduce emissions, such as the construction of renewable energy source

plants outside of Italy (Clean Development Mechanism projects as part of the flexible

mechanisms envisaged by the Kyoto Protocol).

SAFETY MANAGEMENT AND CERTIFICATION SYSTEMS
Consistently with the Group’s health, safety and environmental policy, the plan for the

certification of the Management Systems according to the recognised standards ISO 14001

Environment and OHSAS 18001 Health and Safety was completed.

In 2012, the certification of the Integrated Management Systems was completed by ISAB

Energy Services for the activities carried out at the sites of the ISAB Energy and ERG Power

plants.

Moreover, both ISAB Energy and ERG Power, as asset owners, are ISO 14001 certified.

ERG Renew obtained the certification of the Integrated Management Systems according to

the ISO 14001 andOHSAS 18001 standards.Moreover,3 of its wind farms situated in Puglia are

ISO 14001 certified.

Lastly, in 2012 the ISAB Refinery of ISAB S.r.l. confirmed the full and effective integration of

the Management Systems adopted at the site according to the ISO 14001 and OHSAS 18001

standards.

PRODUCT QUALITY
The Group is committed to improve product quality in accordance with national and EC

guidelines,and in particular the percentage of use of bio fuels in automotive products,which

is to increase annually at the national level up to 10% in 2020. Among bio fuels, the focus is

mostly on biodiesel,obtained fromprocessing vegetable oils or other biomasses;with respect

to fossil components, their use contributes to the reduction of greenhouse gases during the

products’ life cycle, in compliance with sustainability criteria defined and verified through

suitable certification systems.

In the sales outlets,DieselONE sales continued in 2012; this fuel is aimed at improving Energy

Efficiency and hence performance. This product is characterised by the presence of a

polyfunctional mix of additives that enables to prevent the formation of deposits within the

fuel injection system,promoting the complete combustion of the product and hence amore

environmentally friendly use thereof. The main effects of the use of DieselONE are better

combustion “cleanliness”, better performance, reduced consumption but above all lower

atmospheric emissions.

Detailed analysis of all issues relating to health, safety and the environment will form an

integral part of ERG’s annual Sustainability Report.
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HUMAN RESOURCES
The profitability and value creation objectives need to be supported by consequent actions on

the front of persons and processes.

For this reason, ERG accompanied the creation of the new business plan with the definition of

the newmodel for the development of human andorganisational assets,comprising four areas

of initiative:

– designing streamlined, fast, effective processes and organisational structures (LIGHT);

– increasing the value of human assets (PEOPLE);

– aligning andmotivatingmanagers (MBO);

– focusing on value creation over time (LTI).

ORGANISATION & PROCESSES
At 31 December 2012, the ERG Group had a total of 613 employees (-39 from 31 December

2011), at the end of a year during which 9 people were hired and 48 left the Group).

The following is noted:

– ERG S.p.A. personnel was reduced by 26 employees (down to 280), mainly because of the

continuation of the reorganisation resulting from the new shareholder structure and to the

sale to IREN of the business unit pertaining to themarketing and selling of electricity in the

wholesale segment;

– ISAB Energy Services S.r.l. personnel was reduced by 4 employees, to 285, continuing the

process of boosting the efficiency of the organisational structure;

– ERG Renew S.p.A.and its subsidiaries (36 employees as at 31 December 2012) reduced their

payroll by 3 persons because of their business rationalisation process;

– ERG Oil Sicilia S.r.l. reduced its payroll by 6 employees, down to 12 persons,mainly because

of the loss of the wholesale business.

The average ageof theGroup’s employees remained slightly below43,with approximately 93%

of all employees holding either a secondary school diploma or university degree.

In 2012,the organisationalmacro-structurewas further rationalised:following the appointment

of Luca Bettonte to Chief Executive Officer, the position of the Corporate General Manager was

eliminated and corebusinessmanagement focusedon twoBusinessUnits (Power&Gas andOil)

andon anoperating company (ERGRenew),whichwas given themission to continue topursue

growth in the segment of renewable energies,both in Italy and abroad.

Completing themacro-structure, in November the Organisation and Systems Department was

created; it reports directly to the Chief Executive Officer and its mission is to join in a single

integrated chain the processes tied to organisational development, information technologies

and human resources. This organisational model, an innovation compared to the traditional

Human Resources and Information andCommunicationTechnologies (ICT) functions,confirms

ERG’s strong commitment on the human resources and organisational front.

HUMAN RESOURCES DEVELOPMENT
Dispersed leadership is ERG’smanagerial developmentmodel.Thismeans that themanagement

team is closely involved in thedevelopment of human resources as a corporate competitiveness

multiplier.

For this reason,in 2012 theHumanResources Committeewas formed,to define andmonitor the

main programs and activities for human resources development and to support the Executive

Deputy Chairman and the Chief Executive Officer in major personnel management decisions.

TheCommitteedoesnot serveonly as anorientingbody,but it also actively promotes the spread

of a newmanagerial culture and the implementationof new strategies and instruments for their

achievement.
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The Committee met every six months and it adopted a work method aimed at monitoring the

main processes for the development of human resources:

– job evaluation & succession plan;

– career paths;

– talent management;

– promotions & development of key resources.

The goal is to provide ERGwith an integrated system that assures the continuous adaptation of

its skills and knowledge to ever-changingbusiness conditions andenables it to rely on resources

capable to rise to the challenges of competition.

The investment in training activities was kept at high levels (1,200 days involving 432 persons),

but above all it was distinguished by its quality and focus. Today, the system comprises three

areas (Managerial, Institutional and technical/specialist) and it covers all the needs of the

company’s personnelwith an end-to-end approach (fromnewly hiredpersonnel to executives).

ALIGNING AND MOTIVATING MANAGERS
The ability to align the company’smanagement on clear, integratedobjectives is a primary need

of modern organisations.

For this reason, in 2012 the incentive system for key executives and managers was renewed

through aManagement ByObjectives (M.B.O.) approach.The selected balance betweenGroup

objectives (30%) and individual objectives (70%)matches leading companies’best practices for

managerial incentives and it was designed to provide further support to the development of

leadership and individual initiative.

The second line of evolution for incentives is to combine short and long term objectives. For

this reason, in 2012 amedium/long term incentive systemwas adopted (LT-I); it is intended for

topmanagers and it is aimed at stimulating thebest possible alignment betweenmanagement

and Shareholders in terms of objectives; for this purpose, the variable component of

remuneration is a function of improving value creationperformance,on a three-year timebasis,

expressed through the EVA (Economic Value Added) indicator.

In termsof executive compensation,the introductionof theMBOandLTI systems rebalanced the

weight of the variable component of top managers’ compensation, which today accounts for

50% of global annual remuneration.

COMMUNICATION AND INVOLVEMENT
Theneed to connect the various levels of ERG’s organisation and its various geographic locations

was met with the creation of an internal communication network that balances the use of the

most modern technologies and the values and effectiveness of face-to-face communication.

The goal was, on one hand, to provide more support to information sharing and work

simplification,andon the other hand to continue to promote the company’s culture and values,

creating a greater sense of belonging and collaboration among personnel.

– New Intranet Portal: the analysis carried out in 2011 on “usability and expectations”,

involving 270 persons, provided important indications that served as “guidelines” in the

design of the new ICT architecture, more closely matching people’s mental models and

meeting criteria for work simplification and employee visibility.The new portal, opened in

September 2012,was recently enhanced with new instruments, typical of web 2.0 systems,

which enable a higher level of interaction with and among users.

– TeamERG: continues to publish the TeamERG periodical, now also available in electronic

format readable on the Intranet, improved in its layout and contents thanks to in-depth

sections on the activities of the partner companies (ISAB andTotalErg).
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– GroupMeeting: the half-yearlymeetings between the company’s senior executives and its

managers; the agendas were further expanded thanks to the contributions from the

participants, who provided useful indications when they replied to specific satisfaction

questionnaires.The discussions at eachGroupMeetingwere recorded and published in the

portal, as were the individual reports in order to share with all the Group’s resources an in-

depth review and update on the development of the individual business segments. It was

an excellent opportunity to understand howmuch each individual,with his/her own work,

can contribute to the achievement of corporate objectives.

– Focus:Focusmeeting also continued tobeheld successfully,with the triple goal of providing

people withmore information about the businesses,giving visibility on“who does what”in

the company,promoting discussions in an open, informal environment.Everymeeting was

replicated at the Priolo site and streamed to the Rome site.

– Top Management communications: the Top Management honoured its commitment to

communicate particularly significant issues in real time to personnel as well: not least, the

recording of themeeting between ERG’s ExecutiveDeputy Chairman andCEOand financial

analysts for the presentation of the 2013-2015 business plan.

– Other initiatives: sport-related activities also continued.A numerous groupof ERG athletes

represented our Group at Italy’s 2012 National Petroleum Championship – the multi-

disciplinary sports event launched in 2000 by Italian oil companies – and at the 2012

AmsterdamMarathon.
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CULTURAL AND SOCIAL ACTIVITIES
ERG AND CULTURE
In 2012 ERG renewed its efforts in activities in favour of cultural and social institutions and

events.

Out of the commitment of the Group and of the Garrone and Mondini families in social and

cultural matters arose, in 2004, the Edoardo Garrone Foundation (Fondazione Edoardo

Garrone, FEG). A member of the European Foundation Centre, FEG is a not-for-profit cultural

foundation that was set up tomake a concrete contribution of ideas and resources to research

projects and projects for the protection and promotion of art and culture in collaboration

with a high-profile scientific committee.

The Group is also a member of CIVITA, an association actively involved in promoting and

management of Italy’s cultural heritage and in safeguarding,enhancing and providing access

to artistic and cultural assets through exhibitions, cinema and European projects and it is a

founding member of the Magna Charta foundation that, since 2004, has been dedicated to

scientific research, cultural reflection and to devising proposed reforms on major political

issues.

As usual,ERG sponsored the Confindustria’s traditionalYoung Entrepreneurs Conference,held

on 8 and 9 June 2012 in Santa Margherita Ligure. This yearly event, which reached its 42nd

edition,provides a valuable opportunity for discussion of economic,political and social issues,

and it showcases the contribution of young Italian entrepreneurs to the Country’s economic

and social development.

Among its Social Responsibility activities carried out in Sicily, ERG confirmed its support to

the National Institute of Ancient Drama (INDA),which has staged classical works at the Greek

Theatre in Siracusa since 1911 and of which it is the sole non-governmental partner since

2009.Collaboration between ERG and the INDA Foundation has traditionally been in the form

of support to stage productions (in 2012, the 47th Cycle of Classical Shows at the Greek

Theatre).

ERG AND SOCIAL DEVELOPMENT
The Group has always striven to promote social development in the communities where it

operates. Solidarity and social commitment are a foremost part of ERG’s system of values.

ERG, in collaboration with the David Chiossone Institute, is a project partner in “Dialogo nel

Buio“ (“A Conversation in the Dark”).The exhibition,which opened on 14 October 2011, takes

place in a self-supporting structure of approximately 250m2 positioned in the area in front of

the“Old Harbour”and it ended on 1 July 2012.

“Dialogo nel Buio”provided a veritable educational experience: it is a“trip”that takes place in

completely dark spaces, accompanied by sight-impaired guides, that allowed visitors to“see”

in a new way, using their senses of touch, hearing, smell and taste to have an extra-ordinary

experience,where roles are reversed and barriers are brought down.

It was an opportunity to discover an alternative way to relate to the world around us and to

understand, in an open, unbiased way, the daily life of a disabled person; it also provided an

opportunity to turn a disability into an irreplaceable professional skill.

In 2012, ERG once again supported, for the sixth consecutive year, the “Guida Sicura per i

Giovani“ (Safe Driving for young people) project, devised by the Drivemotion Safe Driving

Centre and aimed at students of secondary schools in Genoa’s Ponente section who have

recently gained their driving license,with the participation of the European Parliament,of the

Province of Genoa (Traffic and Provincial Police Department) of the Ponente Municipal

Authority,of theTraffic Police,of the Italian Red Cross and of the regional and provincial school

offices of the Ministry of Public Education.

The goal of the course is to trainmore capable,mature, responsible young drivers,who above

all are aware of their limitations in controlling a car in critical situations, focusing specifically
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on the hazards of driving when sleepy, intoxicated and under the influence of mood-altering

drugs.

In the Siracusa area, ERG supports public health care through initiatives aimed at improving

the service offered to the citizenry.The Group stipulated an agreement with the Siracusa ASP

for the implementation of the “Survivors Project“ (in collaboration with ISAB), dedicated to

providing care to cancer survivors; this activity is the natural continuation of the Oncological

Assistance Network in the Province, launched in 2007.ERG participates in the implementation

of a model for the prevention and care of oncological diseases considered extremely

advanced with respect to the management and quality of the services provided. ERG also

continued to support the activities of the Umberto I Hospital and of the Priolo Breast Cancer

Centre, providing the diagnostic equipment of the facilities operated by the Siracusa ASP.

In Priolo, Melilli and Augusta, ERG contributed to the social activities organised by the

municipal authorities for the young and the elderly, supporting a series of social initiatives

throughout the year.

Starting in 2010, ERG, in collaboration with ISAB,has supported the“School Project", carrying

out activities within schools of all levels in the Siracusa province. In particular, for middle

schools, contests were organised on safety and law enforcement issues, in collaboration with

the Fire Department and the Carabinieri. For secondary schools, ERG promoted, in

collaboration with Junior Achievement Italy, the implementation of the project “Impresa in

Azione“ (“Enterprise in Action”) in Sicily.

Among its activities aimed at schools,on 1 December 2012 ERG organised the Electric Energy

Day,which enabled 200 students from the trade schools of the Siracusa province to visit the

ISAB Energy plant in Priolo.The event, aimed at promoting the local community’s knowledge

of ERG’s world,entailed the participation of ISAB Energy Servicesmanagers and technologists

who illustrated the technical characteristics of the plant to the students, with particular

references to the energy efficiency and sustainability of ERG production processes.

ERG AND SPORTS
ERG is an institutional partner of U.C. Sampdoria and, in particular, it supported projects

dedicated to the young, in the 2011-2012 football season,which culminated with promotion

to Serie A, and in the 2012-2013 season.

ERG, in line with its Corporate Social Responsibility policies, maintains its role as naming

sponsor for the tournament “Torneo Ravano ERG”, whose spirit if fully consistent with the

appreciation and promotion of youth sports.The 2012 edition took place from 23 January to

7 February at Genoa’s 105 Stadium.This year, the leading sports of the initiative were football,

rugby,volleyball and basketball: the largest school Tournament in Europe set yet a new record

in terms of participants, with 4,675 girls and boys playing in Genoa and in the provinces of

Imperia, La Spezia and Savona.

ERG has supported, from the very start (2011-2012 season), the Fair Play Village, a significant,

original initiative by Sampdoria, unique in Italy and carried out with the sponsorship of Serie

Bwin FARE (Football Against Racism in Europe), the Liguria Region, Municipality of Genoa,

Province of Genoa and Province of Savona.Fair PlayVillage is a project whose goal is to revamp

the image of football as an occasion for sport and fun, focusing on values like friendship, fair

play and socialisation. Thanks to this project, U.C. Sampdoria won the 2012 ECA (European

Club Association) Awards, a Europe-wide recognition.

ERGwas also a“gold sponsor”of the 13th edition of“Stelle nello Sport“ (Sports Stars),a project

conceived and organised to promote sports in Liguria, under the leadership of the Italian

National Olympics Committee (CONI) of Liguria and Genoa. The initiative involved all of

Liguria’s sport federations and teams, fans and supporters in an event that provided the

opportunity to socialise and have fun, but also to showcase the local sporting world with a

significant public service purpose: to collect funds in favour of Genoa’s Gigi Ghirotti

Association,which provides free assistance to terminal patients at home and in hospices.
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In the Siracusa area,ERG Supports the“Trofeo Archimede ed Elettra“ (Archimedes and Electra

Trophy), with the traditional participation of the grammar and middle schools of all

municipalities in the Siracusa province. In 2012, the trophy reached its twenty-second edition,

with the participation of over 500 primary and middle school students.

The ERG Group also sponsored the Siracusa football team and, through ISAB Energy, the

Trogylos women’s basketball team in the Serie A1 league,which has won two championships

(1989 and 2000) and the Champions Cup in 1990.

TREASURY SHARES
As at 31 December 2012 ERG S.p.A.,as a result of the acquisition of treasury shares carried out

within the plan resolved by the Board of Directors of 10 May 2012,owned 7,516,000 treasury

shares representing 5.0% of share capital. In accordance with IAS 32, treasury shares are

presented as a reduction of shareholders’ equity, through the use of Paid-in capital in excess

of par.

BRANCH OFFICES
ERG S.p.A. has its registered office and principal place of business in Genoa, Italy.

RELATED PARTIES
For information on transactions with related parties, including transactions with

unconsolidated investee companies, see Note 41 of the Consolidated Financial Statements.
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FINANCIAL STATEMENTS
SCOPE OF CONSOLIDATION AND BUSINESS SEGMENTS
The table below shows the scope of consolidation at 31 December 2012.

Compared with 31 December 2011, the following are noted:

– the reduction of the equity investment in ISAB S.r.l. from 40% to 20%;

– the merger by take-over of ERG Eolica Italia S.r.l.with ERG Renew S.p.A.;

– the merger by take-over of ERG Solare Italia S.r.l.with ERG Renew S.p.A.;

– the merger by take-over of ERG Eolica Nurra S.r.l.with ERG Renew S.p.A.;

– the merger by take-over of ERG Eolica Tursi Colobraro S.r.l.with ERG Renew S.p.A.;

– the acquisition of 2% of shares of ERG Eolica Basilicata S.r.l.;

– the consolidation of LUKERG Renew GmbH with the equity method of accounting.

THE ERG GROUP - SCOPE OF CONSOLIDATION AT 31 DECEMBER 2012

(1) companies measured under the equity method of accounting

TotalErg S.p.A. (1)

ISAB S.r.l. (1)

ERG Oil Sicilia S.r.l.

ERG Nuove Centrali S.p.A.

ERG Power S.r.l.

ISAB Energy S.r.l.

ISAB Energy Services S.r.l.

Parc Eolien du Carreau S.a.s.

ERG Eolica San Vincenzo S.r.l.

ERG Eolica San Cireo S.r.l.

ERG Eolica Faeto S.r.l.

ERG Eolica Tirreno S.r.l.

ERG Eolica Ginestra S.r.l.

Eolo S.r.l.

ERG Eolica Basilicata S.r.l.

ERG Eolica Calabria S.r.l.

ERG Eolica Fossa del Lupo S.r.l.

Green Vicari S.r.l.

ERG Eolica Adriatica S.r.l.

ERG Eolica Campania S.p.A.

ERG Eolica Amaroni S.r.l.

ERG S.p.A.

ERG Renew S.p.A.
51%

Refining & Marketing
Business

Power & Gas
Business

Renewable Energy Sources
Business

100%

100%

100%

100%

100%

100%

100%

51%

100%

100%

100%

100%

100%

100%

ISAB Energy Solare S.r.l. (1)

LUKERG Renew GmbH (1)

51%

50%

100%

100%

100%

Parc Eolien de la Bruyère S.a.s.
100%

Parc Eolien les Mardeaux S.a.s.
100%

Parc Eolien de Lihus S.a.s.
100%

Parc Eolien de Hétomesnil S.a.s.
100%

Eoliennes du Vent Solaire S.a.s.
100%

51%

51%

100%

20%
100%

ERG Eolienne France S.a.s.
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FINANCIAL STATEMENTS
CONSOLIDATED INCOME STATEMENT

REVENUES FROM ORDINARY OPERATIONS
Revenues in 2012 were EUR 8,265 million, compared with EUR 6,770 million in 2011. The

change is a result of the following factors:

increasedRefining&Marketing revenues,mainly linked to the higher average prices and

higher sale volumes due to trades;

increased Thermoelectric Energy revenues, as a result of the higher sale prices and of

the higher quantities sold;

increased revenues from Renewable Energy Sources,mainly because of the higher sale

volumes as a consequence of increased production capacity and better wind conditions.

OTHER REVENUES AND INCOME
These consist mainly of rental income, insurance indemnification, gains on disposals,

indemnities and expense recoveries.

COSTS FOR PURCHASE AND CHANGES IN INVENTORY
Costs for purchasemainly refer to the purchase of crude oil and other semi-finished products

and also include transport and transaction costs.

In 2012, they were higher than in 2011 by approximately 1,317 million,mainly due to higher

volumes purchased and higher average purchase prices.

With respect to inventories, raw materials increased by approximately EUR 22 million (+40

thousand tonnes compared with 31 December 2011) and decreased by approximately EUR

137 million for finished products (-220 thousand tonnes).

In 2011, rawmaterials had decreased by approximately EUR 38million and finished products

had increased by approximately EUR 58 million.

YEAR YEAR
(EURMILLION) 2012 2011

RECLASSIFIED INCOME STATEMENT

REVENUES FROM ORDINARY OPERATIONS 8,264.8 6,770.3

OTHER REVENUES AND INCOME 23.3 28.0

TOTAL REVENUES 8,288.1 6,798.3

COSTS FOR PURCHASE AND CHANGES IN INVENTORY (7,327.7) (5,875.6)

COSTS FOR SERVICES AND OTHER OPERATING COSTS (628.5) (730.5)

EBITDA 331.8 192.2

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS OF FIXED ASSETS (152.6) (242.1)

INCOME (EXPENSES) FROM SALE OF BUSINESS UNIT (1.6) –

NET FINANCIAL INCOME (EXPENSES) (52.5) (38.4)

NET INCOME (LOSS) FROM EQUITY INVESTMENTS 143.7 153.2

PROFIT BEFORETAXES 268.7 65.0

INCOME TAXES (68.8) 30.9

PROFIT FORTHE PERIOD 199.9 95.9

MINORITY INTERESTS (48.7) (30.8)

GROUP’S NET PROFIT (LOSS) 151.2 65.1
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It should be noted that on the basis of the weighted average cost method, the inventory

change is impacted not only by the exact level of inventories in stock at the end of the period,

but also by the variation in rawmaterial and finished product purchase prices.

COSTS FOR SERVICES AND OTHER OPERATING COSTS
Costs for services include the processing costs of the ISAB Refinery, maintenance costs,

commercial expenses (including product transport and electricity costs), costs for utilities,

consulting services, insurance,marketing and for services rendered by third parties.

The other operating costsmainly relate to cost of labour, rent,provisions for risks and charges

and to taxes other than income taxes.

The decrease compared with the matching periods of 2011 is mainly linked to lower

processing costs, as a result of the previously commented reduction in the ISAB share, and to

the absence of costs related to the marketing of electricity, whose business unit was sold to

IREN Mercato, as well as to other minor operating costs.

AMORTISATION, DEPRECIATION AND WRITE-DOWNS
The reduction in depreciation is tied to the 2011write-downs,of which EUR 95million referred

to the CCGT thermoelectric power plant. Net of this effect, ordinary depreciation increased,

mainly as a result of the acquisition of the new wind farms.

INCOME (EXPENSES) FROM SALE OF BUSINESS UNIT
The expenses refer to the sale to IREN Mercato of the ERG business unit pertaining to the

marketing and selling of electricity.

NET FINANCIAL INCOME (EXPENSES)
Net financial expenses totalled EUR 53million in 2012,comparedwith EUR 38million in 2011.

The item includes exchange rate differences of EUR 1million (EUR +12million in 2011) and the

effects connected to the derivative financial instruments on commodities of EUR 1 million

(EUR +5 million in 2011).

In 2011, the item also included the positive effect of the capitalisation of interest expenses, i.e.

approximately EUR 4million.Net of the indicated effects,net financial expenseswere generally

lower than 2011,mainly because of the lower average indebtedness.

NET INCOME (LOSS) FROM EQUITY INVESTMENTS
In 2012, the item includesmainly the capital gain of EUR 227million deriving from the sale of

20%of ISAB S.r.l.which took place on 3 September 2012. In 2011, the item included the capital

gain (EUR 106 million) realised from the sale of 11% of the same equity investment.

The item also consists of the income or losses of the investee companies valued using the

equity method of accounting.

In particular, in 2012 the item includes mainly the results of the joint ventures ISAB S.r.l. (EUR

+21 million) and TotalErg S.p.A. (EUR -92 million). The result of TotalErg was affected by the

provisions and write-down of the assets referred to the plan for rationalising the sales outlet

network and to the investee company Raffineria di Roma S.p.A. as a result of the announced

plan for the transformation of the industrial site into a logistical facility.

Lastly, in 2012 the item includes the capital loss pertaining to the sale of ERG Rivara Storage,

commented above, amounting to approximately EUR 6.1 million.
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INCOME TAXES
Income taxes in 2012 amounted to EUR 69 million (they were positive at EUR 31 million in

2011) and comprise EUR 86million in current taxes, EUR 13 million in deferred tax assets and

EUR 4 million in taxes pertaining to previous years.

As a result of the promulgation of Italian Law Decree no. 201/2011 and of the subsequent

implementing Instruction of the Inland Revenue Director of 17 December 2012 (which

approved the Application for reimbursement and related instructions), receivables were

recognised deriving from the non-deduction, for IRES purposes, of the IRAP relating to

expenses for employees and similar personnel for the tax periods from 2007 to 2011, with a

Group-wide total amount of approximately EUR 2.8million,considered non-recurring entries.

In September 2011, Italian Law no. 148/2011 was approved; it introduced the temporary rise

in the IRES surcharge rate from 6.5% to 10.5% for 2011,2012 and 2013 and the application of

the same rate also to other energy industry operators, such as those of the Renewable Energy

Sources sector (i.e.wind power, photovoltaic, etc.).

Introduction of the aforesaid changes entailed a negative net impact of approximately EUR 4

million on current taxes to be paid and a net positive effect on deferred tax assets and on

deferred tax liabilities,amounting to approximately EUR 9million,entirely recognised in 2011.

This effect is figurative in nature and it refers mainly to deferred taxes allocated in the

Consolidated Financial Statements in accordance with international financial reporting

standards.

In 2011, the item also included the effects of the introduction of Law no. 111/2011 and

subsequent clarificationswhich amendedArticle 84 of the Italian Consolidated IncomeTax Act

in reference to the suppression of the 5-year limit prescribed for the purposes of the possibility

to bring forward previous tax losses.

The introduction of these changes had a positive impact on the 2011 Financial Statements,

deriving from the recognition of receivables pertaining to previous tax losses, for an amount

of approximately EUR 11 million.

The tax rate,obtained from the ratio between taxes and earnings before taxes, is not significant

in 2012 because it is influenced by the capital gain for the sale of the equity investment in

ISAB S.r.l. subjected to participation exemption.
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CONSOLIDATED STATEMENT OF FINANCIAL POSITION

At 31 December 2012, net invested capital was EUR 2,484 million.

Financial leverage, which represents the ratio of total net financial indebtedness (including

Project Financing) and net invested capital,was 21% (34% at 31 December 2011).

FIXED ASSETS
Fixed assets include tangible, intangible and financial fixed assets. The decrease compared

with 31 December 2011 is mainly due to the sale of 20% of the investment in ISAB S.r.l.

NET WORKING CAPITAL
Net working capital includes inventory, trade receivables and payables, and excise duties

payable.

The value as at 31 December 2012 is substantially in line with the previous year.

OTHER ASSETS
These mostly comprise deferred tax assets, receivables fromTax Authorities for tax advances

and advance payments made against current provision of services.

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 fixed assets and inventories), the estimate of income taxes

owed for the period, the provisions for liabilities and charges,VAT payables and the deferred

income resulting fromdeferred recognition in the Consolidated Income Statement of the CIP

6 price increase on sales of electricity by subsidiary ISAB Energy.

(EURMILLION) 12/31/2012 12/31/2011

RECLASSIFIED STATEMENT OF FINANCIAL POSITION

FIXED ASSETS 2,422.7 2,825.1

NETWORKING CAPITAL 170.7 167.2

EMPLOYEES’SEVERANCE INDEMNITIES (3.5) (3.5)

OTHER ASSETS 352.9 439.1

OTHER LIABILITIES (459.1) (586.1)

NET INVESTED CAPITAL 2,483.7 2,841.7

GROUP SHAREHOLDERS’EQUITY 1,775.7 1,727.8

MINORITY INTERESTS 195.4 150.5

NET FINANCIAL INDEBTEDNESS 512.6 963.5

SHAREHOLDERS’EQUITY AND FINANCIAL DEBT 2,483.7 2,841.7
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NET FINANCIAL INDEBTEDNESS

The following table illustrates the medium/long-term financial debt of the ERG Group:

Medium/long-term financial payables include liabilities deriving from the fair value

measurement of the derivatives to hedge interest rates of EUR 76 million (EUR 52 million as

at 31 December 2011) and, for the remainder, the interest-bearing loans granted to ISAB

Energy S.r.l. by the IPM group which owns 49% of the company. Repayment is subject to the

conditions set out in the Project Financing agreement.

The payables for “medium/long-term Project Financing”are for:

EUR 471million in loans granted to companies in the Renewable Energy Sources division

for the construction of wind farms;

EUR 210 million in loans granted to ERG Power S.r.l. for the construction of the new CCGT

plant;

EUR 22million in loans granted to ISAB Energy S.r.l.by a pool of international banks.These

loans were originally issued for an amount equal to 90% of the cost of the cogeneration

plant.

The increase compared with 31 December 2011 is due to the signing of the loan agreement

in Project Financing of ERG Eolica Fossa del Lupo for a total amount of EUR 126 million and a

period of validity of 14 years, net of repayments made in the period on other loans.

In compliancewith IAS 39, the accessory expenses incurred to obtain the loans are presented

as a reduction of the payable to which they refer, according to the amortised cost method.

(EURMILLION) 12/31/2012 12/31/2011

MEDIUM/LONG-TERM FINANCIAL INDEBTEDNESS

MEDIUM/LONG-TERM BANK BORROWINGS 289.1 439.2

CURRENT PORTION OF MORTGAGES AND LOANS (168.6) (150.7)

MEDIUM/LONG-TERM FINANCIAL PAYABLES 94.9 83.4

TOTAL 215.4 371.8

MEDIUM/LONG-TERM PROJECT FINANCING 789.2 793.0

CURRENT PORTION OF PROJECT FINANCING (86.2) (152.1)

TOTAL PROJECT FINANCING 703.0 640.9

TOTAL 918.4 1,012.7

(EURMILLION) 12/31/2012 12/31/2011

SUMMARYOFTHE GROUP’S INDEBTEDNESS

MEDIUM-LONG-TERM FINANCIAL INDEBTEDNESS 918.4 1,012.7

SHORT TERM FINANCIAL INDEBTEDNESS (CASH AND CASH EQUIVALENTS) (405.8) (49.3)

TOTAL 512.6 963.5
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The breakdown of short-term financial indebtedness is shown below:

Other short-term financial payables mainly comprise:

financial payables to unconsolidated Group companies (primarily ISAB S.r.l.);

liabilities arising from fair value valuation of derivatives;

short-term payables to companies controlled by IPM Eagle.

The amount of cash and cash equivalents consists mainly of the liquidity arising from the

collection of the consideration for the disposal of 20% of ISAB S.r.l. in September 2012,and of

the restricted bank accounts pursuant to the conditions set out in the Project Financing

agreements.

“Short-term financial assets”also comprise short-term securities for use as liquidity.

The change in“Securities and other short term financial receivables”refersmainly to a different

temporary utilisation of liquidity in the securities described above.

(EURMILLION) 12/31/2012 12/31/2011

SHORTTERM FINANCIAL INDEBTEDNESS (CASH AND CASH EQUIVALENTS)

SHORT-TERM BANK BORROWINGS 353.1 186.0

CURRENT PORTION OF MORTGAGES AND LOANS 168.6 150.7

OTHER SHORT-TERM FINANCIAL DEBTS 19.9 14.2

SHORT-TERM FINANCIAL LIABILITIES 541.6 351.0

CASH AND CASH EQUIVALENTS (842.7) (437.3)

SECURITIES AND OTHER SHORT-TERM FINANCIAL RECEIVABLES (34.2) (19.7)

SHORT-TERM FINANCIAL ASSETS (876.9) (457.1)

SHORT-TERM PROJECT FINANCING 86.2 152.1

CASH AND CASH EQUIVALENTS (156.6) (95.3)

PROJECT FINANCING (70.4) 56.8

TOTAL (405.8) (49.3)
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The change in net financial indebtedness is broken down as follows:

The decrease by EUR 451 million in net financial indebtedness compared with 31 December

2011 is due mainly to the collection of EUR 485 million pertaining to the sale of 20% of the

equity investment in ISAB S.r.l., which took place in September. Cash flow generation in the

period,alsomade possible by careful management of net working capital,enabled to finance

the investments, the payment of dividends and the purchase of treasury shares.

Indebtedness as at 31 December no longer includes, as a result of the reduction in the equity

investment to 20%,the contribution of ISAB S.r.l.,amounting to a positive net financial position

of EUR 44 million.

A detailed analysis of capital expenditures effected may be found in the specific section.

YEAR YEAR
(EURMILLION) 2012 2011

CASH FLOWS FROMOPERATING ACTIVITIES

ADJUSTED CASH FLOW FROM CURRENT OPERATIONS (1) 207.9 58.6

INCOME TAX PAID (8.2) (34.7)

CHANGE INWORKING CAPITAL (5.5) (78.6)

CHANGE IN OTHER OPERATING ASSETS AND LIABILITIES (30.6) (21.8)

TOTAL 163.6 (76.5)

CASH FLOWS FROM INVESTING ACTIVITIES:

NET CAPITAL EXPENDITURES ON TANGIBLE AND INTANGIBLE FIXED ASSETS (2) (74.3) (84.1)

NET CAPITAL EXPENDITURES IN FINANCIAL FIXED ASSETS (16.0) 13.1

COLLECTION FOR THE SALE OF ISAB SHARES 484.7 244.8

TOTAL 394.4 173.7

CASH FLOW FROM SHAREHOLDERS’EQUITY:

DISTRIBUTED DIVIDENDS (62.7) (67.0)

OTHER CHANGES IN EQUITY (3) (44.3) (43.1)

TOTAL (107.1) (110.1)

CHANGES IN SCOPE OF CONSOLIDATION – (227.8)

CHANGE IN NET FINANCIAL INDEBTEDNESS 450.9 (240.6)

INITIAL NET FINANCIAL INDEBTEDNESS 963.5 722.9

CHANGE IN THE PERIOD (450.9) 240.6

FINAL NET FINANCIAL INDEBTEDNESS 512.6 963.5

(1) item does not include inventory gains (losses), deferral of the CIP 6 tariff increase and current income tax for the period
(2) item does not include capitalised costs for cyclical maintenance
(3) in 2012, it includes the purchase of treasury shares for EUR 26 million
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ALTERNATIVE PERFORMANCE INDICATORS
In order to enhance understandability of trends in the business segments, the financial results

are also shown at adjusted replacement cost, excluding inventory gains (losses) and non-

recurring items, and including the contribution, for the portion attributable to ERG, of the

results at replacement cost of the joint ventures TotalErg S.p.A and LUKERG Renew.

To assure the comparability and consistency of results compared with previous periods,

adjusted income statement values also include the contribution, for the portion attributable

to ERG, of the results at replacement cost of the ISAB S.r.l. investee.

The results at replacement cost and the results at adjusted replacement cost 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, themethod used by theGroup to determine thesemeasures

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 results at adjusted

replacement cost are described below.

Inventory gains (losses) are equal to the difference between the replacement cost of

sold products in the period and the cost resulting from application of the weighted

average cost. They represent the higher (lower) value, in the event of price increases

(decreases), applied to the quantities corresponding to levels of inventories physically

present at the beginning of the period and still present at the end of the period.

Non-recurring items include significant but unusual earnings.

Performance also includes the contribution of the joint ventures TotalErg S.p.A. and

LUKERG Renew joint ventures and of the investee company ISAB S.r.l., for the portion

attributable to ERG.

To enhance understandability of the business’performance, the results of the business are

also shown at adjusted replacement cost that takes into account, for the portion

attributable to ERG, the results at replacement cost of TotalErg S.p.A., LUKERG Renew and

ISAB S.r.l. whose contribution to the Income Statement not at adjusted replacement cost

is reported in the value of the investment measured under the equity method of

accounting. Consistently with the above, net financial indebtedness is also shown at

adjusted replacement cost that takes into account the portion attributable to ERG of the

net financial position of the joint ventures TotalErg S.p.A. and LUKERG Renew, net of the

relevant intra-group items.

As a result of the exercise of the put option, commented above, and of the consequent

cessation of joint governance of ISAB S.r.l., from 1 September 2012 onwards the adjusted

values of indebtedness and of investments no longer take into account the contribution

of the investee.

In December 2012, ERG submitted its new 2013-2015 business plan, characterised by a

significant strategic repositioning of the Group, with a greater commitment to renewable

energy sources, greater focus on the management of operating assets in the thermoelectric

segment, the rationalisation of activities in the Retail segment and reduction of exposure to

the refining segment.The year 2012 was already partly affected by these strategic decisions,

reflected in items of a non-recurring nature which, together with the effects deriving from

significant regulatory changes,are not considered in the results at adjusted replacement cost.

These items are set out in detail in the tables that follow.
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RECONCILIATIONWITH OPERATING RESULTS AT ADJUSTED REPLACEMENT COST

EBITDA

Amortisation,depreciation andwrite-downs

YEAR YEAR
NOTE 2012 2011

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS (152.6) (242.1)

EXCLUSIONOF NON-RECURRING ITEMS:

RENEWABLE ENERGY SOURCES

-WRITE-DOWNS INTHE RENEWABLE ENERGY SOURCES SEGMENT 7 3.5 3.3

ENERGY - THERMOELECTRIC

-WRITE-DOWNS INTHE POWER & GAS SEGMENT – 94.9

AMORTISATION ANDDEPRECIATION AT REPLACEMENT COST (149.1) (143.8)

ERG SHARE OF ISAB CONTRIBUTION AT ADJUSTED REPLACEMENT COST 4 (36.7) (47.5)

TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST (1) 5 (54.7) (55.6)

LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST 6 (1.3) –

AMORTISATION ANDDEPRECIATION AT ADJUSTED REPLACEMENT COST (241.8) (246.9)

(1) also corresponds to Group net profit at adjusted replacement cost

YEAR YEAR
NOTE 2012 2011

EBITDA 331.8 192.2

EXCLUSIONOF INVENTORY GAINS / LOSSES 0.8 (36.3)

EXCLUSIONOF NON-RECURRING ITEMS:

CORPORATE

- ANCILLARY CHARGES OF SALE OF 20%OF ISAB S.R.L. 1 4.2 –

COASTAL REFINING

- ESTIMATED LIABILITIES ON PREVIOUSYEARS’ADJUSTMENTS 2 2.6 –

POWER&GAS

- ESTIMATED LIABILITIES ON PREVIOUSYEARS’ADJUSTMENTS 2 6.3 –

- ASSETS ON“WHITE CERTIFICATES”FROM PREVIOUSYEARS 3 (5.4) –

- LIABILITIES ON“GREEN CERTIFICATES”FROM PREVIOUSYEARS 3 5.3 –

EBITDA AT REPLACEMENT COST 345.7 155.9

ERG SHARE OF ISAB CONTRIBUTION AT ADJUSTED REPLACEMENT COST 4 68.2 62.5

TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST (1) 5 43.0 65.7

LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST 6 1.3 –

EBITDA AT ADJUSTED REPLACEMENT COST 458.1 284.1

(1) also corresponds to Group net profit at adjusted replacement cost
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EBIT

Group’s net profit (loss)

Notes

1 non-recurring items tied to the sale of 20% of ISAB S.r.l.

In particular, they refer to:

– capital gain for the sale of 20% of the equity investment, i.e. EUR 221.7 million (net of

the tax effect);

– non-recurring charges related to the transaction, amounting to EUR 7.6 million.

2 allocations in view of commercial adjustments pertaining to previous years for an amount

of EUR 8.9million,of which EUR 6.3 pertaining to theThermoelectric Energy segment and

EUR 2.6 pertaining to the Refining & Marketing sector;

3 assets and liabilities connected to environmental certificates related to the operation of the

IGCC and CCGT in previous years;

4 ERG share of the results of ISAB S.r.l. at replacement cost net of inventory gains/losses;

5 ERG share of the results of TotalErg at replacement cost net of inventory gains/losses and

non-recurring items (write-down of the assets pertaining to the announced plan for the

transformation of the industrial site of Raffineria di Roma into a logistical facility);

YEAR YEAR
NOTE 2012 2011

GROUP’S NET PROFIT (LOSS) 151.2 65.1

EXCLUSIONOF INVENTORY GAINS / LOSSES (6.2) (65.0)

EXCLUSIONOF NON-RECURRING ITEMS:

EXCLUSIONOF CAPITAL GAIN FROM SALE OF 11% ISAB (2011) – (107.0)

EXCLUSIONOF CAPITAL GAIN AND ANCILLARY CHARGES FROM SALE OF 20% ISAB (2012) 1 (214.1) –

EXCLUSIONOFTOTALERG NON-RECURRING ITEMS 8 71.5 3.2

EXCLUSIONOF ESTIMATED LIABILITIES ON PREVIOUSYEARS’ADJUSTMENTS 2 3.6 –

EXCLUSIONOF LIABILITIES ON“GREEN CERTIFICATES”FROM PREVIOUSYEARS 3 1.6 –

EXCLUSIONOF ASSETS ON“WHITE CERTIFICATES”FROM PREVIOUSYEARS 3 (3.6) –

EXCLUSIONOF NON-RECURRING ITEMS“WRITE-DOWNS INTHE POWER & GAS SECTOR“ – 62.6

EXCLUSIONOF NON-RECURRING ITEMS“WRITE-DOWNS INTHE
RENEWABLE ENERGY SOURCES SECTOR“ 7 2.1 3.3

RECOGNITIONOFTAX RECEIVABLES ON PRIOR LOSSES – (10.8)

EXCLUSIONOF IRAP BENEFIT FROM PREVIOUSYEARS 9 (5.2) –

EXCLUSIONOF CHARGES RELATEDTO SALE OF RIVARA STORAGE EQUITY INVESTMENT 10 6.1 –

EXCLUSIONOFMINOR NON-RECURRING ITEMS 2.5 –

EXCLUSIONOF FAIR VALUE DIFFERENTIAL FROMCOLLARTRANSACTIONONOIL INVENTORY 11 2.7 –

GROUP NET PROFIT (LOSS) AT ADJUSTED REPLACEMENT COST (1) 12.3 (48.6)

(1) also corresponds to Group net profit at adjusted replacement cost

YEAR YEAR
NOTE 2012 2011

EBIT AT REPLACEMENT COST 196.6 12.0

ERG SHARE OF ISAB CONTRIBUTION AT ADJUSTED REPLACEMENT COST 4 31.5 15.0

TOTALERG 51% CONTRIBUTION AT ADJUSTED REPLACEMENT COST (1) 5 (11.8) 10.1

LUKERG RENEW 50%CONTRIBUTION AT ADJUSTED REPLACEMENT COST 6 – –

EBIT AT ADJUSTED REPLACEMENT COST 216.3 37.1

(1) also corresponds to Group net profit at adjusted replacement cost
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6 ERG share of the results of LUKERG Renew at replacement cost;

7 In 2012, they refer to a lower value of the assets of a wind farm, and in 2011 to water

services;

8 in 2012, the items refer to:

– write-down of the assets referred to Raffineria di Roma S.r.l. as a result of the ongoing

industrial transformation plan, with an impact of EUR 50 million net of tax expenses

(ERG share);

– asset write-down and charges referred toTotalErg as a result of the sales outlet network

rationalisation plan, amounting to EUR 12 million;

– expenses pertaining to disputes on harbour taxes, amounting to EUR 5 million;

– the expenses incurred during the period by the investeeTotalErg for the integration of

the TOTAL Italia and ERG Petroli activities for an amount of EUR 1 million net of the

related tax effect;

– other minor entries.

9 exclusion of the income statement benefit pertaining to the recognition of receivables

deriving from non-deduction, for IRES purposes, of the IRAP related to expenses for

employees and similar personnel for the tax periods from 2007 to 2011;

10 capital loss tied to the previously commented sale of ERG Rivara Storage;

11 negative impact of collar transactions hedging part of the oil inventories at the ISAB

refinery and carried out in relation to the exercise of the put option on 20% of the equity

investment in ISAB S.r.l.

For comments on the non-recurring items of 2011,please refer to the corresponding notes of

the related Financial Statements.

RECONCILIATION WITH ADJUSTED NET FINANCIAL INDEBTEDNESS

The adjusted figures for net financial indebtedness take into consideration the portion

attributable to ERG of the net financial position of the joint ventures, net of the related intra-

group items.

Indebtedness as at 31 December no longer includes, as a result of the reduction in the equity

investment to 20%,the contribution of ISAB S.r.l.,amounting to a positive net financial position

of EUR 44 million.

12/31/2012 12/31/2011

NET FINANCIAL INDEBTEDNESS 512.6 963.5

NET FINANCIAL POSITIONOF ISAB – (8.8)

NET FINANCIAL POSITIONOFTOTALERG 190.5 228.8

NET FINANCIAL POSITIONOF LUKERG RENEW 34.2 –

ELIMINATIONOF INTRA-GROUP ITEMS (15.6) (4.2)

ADJUSTED NET FINANCIAL INDEBTEDNESS 721.7 1,179.2
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ERG S.P.A. FINANCIAL STATEMENTS
The Separate Financial Statements of ERG S.p.A.at 31 December 2012 have been drawn up on

the basis of the Standards issued by the International Accounting Standards Board (IASB) and

approved by the EuropeanUnion, 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).

INCOME STATEMENT

REVENUES FROM ORDINARY OPERATIONS
Revenues in 2012 were EUR 7,357 million, compared with EUR 6,106 million in 2011. The

increase is a result of the following factors:

– the increase in revenues of the Refining & Marketing business unit, connected to the

price increase in Euro and to the greater sales volumes;

– the increase in revenues of the Power & Gas business unit, mainly generated by

consolidation of participation in the MSD market through modulation of the CCGT

production capacity,by the sale of electricity to IREN, towhich the company sold the retail

sale unit, and the sale of electricity to the other reference markets (exchange, IPEX, OTC),

as well as by site sales of other utilities and the sale of natural gas.

OTHER REVENUES AND INCOME
The other revenues aremainly from companies in the Group and they pertain in particular to

revenues for the sale of mandatory inventory and recovered miscellaneous expenses.

COSTS FOR PURCHASES AND CHANGES IN INVENTORY
Costs for purchasesmainly refer to purchases of crude oil and products and include accessory,

transport, insurance expenses, commissions, inspections and customs duties. They also

YEAR YEAR
(EURMILLION) 2012 2011

RECLASSIFIED INCOME STATEMENT

REVENUES FROM ORDINARY OPERATIONS 7,357.1 6,105.8

OTHER REVENUES AND INCOME 21.8 19.8

TOTAL REVENUES 7,379.0 6,125.7

COSTS FOR PURCHASE AND CHANGES IN INVENTORY (6,932.3) (5,584.3)

COSTS FOR SERVICES AND OTHER OPERATING COSTS (577.1) (672.2)

EBITDA (130.4) (130.8)

AMORTISATION,DEPRECIATION ANDWRITE-DOWNS OF FIXED ASSETS (5.5) (7.3)

INCOME (EXPENSES) FROM SALE OF BUSINESS UNIT (1.6) –

NET FINANCIAL INCOME (EXPENSES) (1.1) 25.4

NET INCOME (LOSS) FROM EQUITY INVESTMENTS 114.8 98.6

PROFIT BEFORETAXES (23.8) (14.1)

INCOME TAXES 45.3 34.0

PROFIT FORTHE PERIOD 21.5 19.9
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includes the costs for purchases in the thermo-electric segment for the procurement of

electricity, other utilities and natural gas.

It should be noted that on the basis of the weighted average cost method, the inventory

change is impacted not only by the exact level of inventories in stock at the end of the period,

but also by the variation in rawmaterial and finished product purchase prices.

COSTS FOR SERVICES AND OTHER OPERATING COSTS
Costs for services include the processing costs of the ISAB Refinery, commercial expenses,

natural gas transport costs, and the payment to ERG Power S.r.l. for the tolling agreement.

The other operating costsmainly relate to cost of labour, rent,provisions for risks and charges

and to taxes other than income taxes.

The decrease comparedwith thematching period of 2011 ismainly linked to lower processing

costs,as a result of the previously commented reduction in the ISAB share,and to the absence

of costs related to themarketing of electricity,whose business unit was sold to IRENMercato,

as well as to other minor operating costs.

AMORTISATION, DEPRECIATION AND WRITE-DOWNS
The decrease in amortisation ismainly due to the decrease in software subject to amortisation,

tied to the business unit sold to IREN.

INCOME (EXPENSES) FROM SALE OF BUSINESS UNIT
The expenses refer to the sale to IREN Mercato of the ERG business unit pertaining to the

marketing and selling of electricity.

NET FINANCIAL INCOME (EXPENSES)
The item includes net foreign exchange gains of approximately EUR 1million, financial income

from subsidiaries of approximately EUR 19 million and bank interest expenses of EUR 22

million.

The change in 2012 compared with 2011 is mostly tied to the lower income from ERG Renew

as a result of the conversion of the loan into capital, at the end of the previous year.

NET INCOME (LOSS) FROM EQUITY INVESTMENTS
In 2012 the item consists mainly of the following entries:

– income related to the capital gain of EUR 261.9 million, realised by exercising the put

option on 20%of ISAB S.r.l. In 2011, the item included the capital gain of EUR 122.3million,

realised by exercising the put option on 11% of ISAB S.r.l.;

– charges related to the write-down of the equity investment in TotalErg, i.e. EUR 148.0

million,by effect of the impairment test commented in the Notes to the Separate Financial

Statements;

– charges related to the sale of the equity investment in ERG Rivara Storage S.r.l.,which took

place on 22 November 2012, of approximately EUR 6.3 million;

– dividends collected from investee companies.

In 2011, the item was affected by the write-down of approximately EUR 62.6 of the equity

investment in ERG Nuove Centrali as a result of the impairment test.

INCOME TAXES
The item includes the balance of taxes deriving from the recovery, for IRES purposes, of the

Company’s tax loss. The item also includes the income deriving from the application for

repayment filed for IRES purposes for the deductibility of the IRAP referred to the cost of

labour for previous years.
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STATEMENT OF FINANCIAL POSITION

As at 31 December 2012 net invested capital amounted to approximately EUR 1,347 million,

a decrease of approximately EUR 403 million compared with 2011.

FIXED ASSETS
Fixed assets consist mainly of financial fixed assets.The decrease is mainly related to the sale

of 20% of ISAB for EUR 220million and to thewrite-down of the equity investment inTotalErg

for EUR 148 million as discussed in the Notes to the Separate Financial Statements.

NET WORKING CAPITAL
Networking capital consists of trade receivables and payables vis-à-vis Group companies and

third parties. Its decrease is due to the contraction of the refining business and to time-limited

events at the end of the period.

OTHER ASSETS
They mainly comprise receivables from tax authorities and other receivables from Group

companies.This item also includes deferred tax assets and prepaid expenses,mainly referred

to the suspension of the costs related to the“green certificates”in inventory as at 31 December

2012.

OTHER LIABILITIES
They mainly comprise short-term tax payables, payables to Group companies and other

payables. It also includes the other provisions for risks and future liabilities. The reduction is

mainly due to lower advances from customers, lower payables to group companies and lower

short-term taxes payable.

NET FINANCIAL INDEBTEDNESS

(EURMILLION) 12/31/2012 12/31/2011

SUMMARYOF NET INDEBTEDNESS

MEDIUM/LONG-TERM FINANCIAL INDEBTEDNESS 119.7 283.6

SHORT-TERM FINANCIAL INDEBTEDNESS (324.8) (148.8)

TOTAL (205.1) 134.8

(EURMILLION) 12/31/2012 12/31/2011

RECLASSIFIED STATEMENT OF FINANCIAL POSITION

FIXED ASSETS 1,345.3 1,712.2

NETWORKING CAPITAL (30.5) 55.9

EMPLOYEES’SEVERANCE INDEMNITIES (1.2) (1.3)

OTHER ASSETS 143.5 144.8

OTHER LIABILITIES (110.5) (161.7)

NET INVESTED CAPITAL 1,346.5 1,750.0

SHAREHOLDERS’EQUITY 1,551.6 1,615.2

NET FINANCIAL INDEBTEDNESS (205.1) 134.8

SHAREHOLDERS’EQUITY AND FINANCIAL DEBT 1,346.5 1,750.0
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The following table shows the medium/long-term financial indebtedness:

The breakdown of short-term financial indebtedness is shown below:

Short-term financial payables and receivables vis-à-vis subsidiaries mainly comprise the

balances on the centralised treasury accounts operated with other Group companies as part

of centralised management of the Group’s finance function.

Other short-term financial payables include the fair value of derivatives at year-end.

The increase in cash and cash equivalents refers to the collection from LUKOIL for the sale of

20% of ISAB S.r.l.

(EURMILLION) 12/31/2012 12/31/2011

SHORT-TERM FINANCIAL INDEBTEDNESS

SHORT-TERM BANK BORROWINGS 500.9 307.0

OTHER SHORT-TERM FINANCIAL DEBTS 0.2 3.9

FINANCIAL DEBTS TO SUBSIDIARIES 72.1 5.3

SHORT-TERM FINANCIAL LIABILITIES 573.2 316.2

CASH AND CASH EQUIVALENTS (841.0) (410.8)

SECURITIES AND OTHER FINANCIAL RECEIVABLES (25.7) (16.9)

FINANCIAL RECEIVABLES FROM SUBSIDIARIES (31.3) (37.3)

SHORT-TERM FINANCIAL ASSETS (898.0) (465.0)

TOTAL (324.8) (148.8)

(EURMILLION) 12/31/2012 12/31/2011

MEDIUM-LONG-TERM FINANCIAL INDEBTEDNESS

MEDIUM/LONG-TERM BANK BORROWINGS 284.3 419.7

CURRENT PORTION OF MORTGAGES AND LOANS (164.6) (136.0)

TOTAL 119.7 283.6
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NOTES ON THE RESULTS OF THE MAIN
NON-CONSOLIDATED SUBSIDIARY
AND ASSOCIATED COMPANIES 6

Ionio Gas S.r.l. in liquidation

On 30 July, the Board of Directors of ERG S.p.A.decided to exit the project for the construction

of a Liquefied Natural Gas (LNG) regasification terminal in the Municipality of Melilli, in the

Siracusa province,with a capacity of 8 billion cubic metres per year.

The decision not to continue with the project was based on the significant changes in both

energy and economic-financial scenarios,which took place as a result of the crisis that started

in 2008, and the current configuration of the Group’s activities.

The Shareholders’ Meeting of Ionio Gas of 29 October unanimously voted in favour of the

dissolution and consequent placement in liquidation of Ionio Gas.

On 27 November 2012, the placement in liquidation deed was filed and the liquidator was

appointed.

The company closed the year ended 31 December 2012 with an estimated loss of

approximately EUR 1.4 million.

ISAB Energy Solare S.r.l.

The Company, a joint venture of ERG Solare Italy S.p.A. (51%) and Princemark Limited (49%),

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.

The company closed the year ended 31December 2012with a profit of approximately EUR 0.1

million.

With regard to the TotalErg and LUKERG Renew joint ventures and to the ISAB S.r.l. investee,

please see the comments in the previous chapters.

6 Data produced on the basis of national accounting standards.
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ERG S.P.A.’S MANAGEMENT AND COORDINATION
OF SUBSIDIARIES

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:

the definition of business strategies and of the corporate governance systems and

shareholding composition;

the determination of shared general policies with respect to human resources,accounting,

budgeting, taxes, finance, riskmanagement,communication, institutional relations,health

safety and environment.

As a result of the extraordinary transactions carried out during the year, currently the directly

and indirectly controlled subsidiaries whose operations aremanaged and coordinated,within

the scope defined above, are: ERG Renew S.p.A. – and the following companies controlled by

it: ERG Eolica Adriatica S.r.l., ERG Eolica Amaroni S.r.l., ERG Eolica Basilicata S.r.l., ERG Eolica

Calabria S.r.l., ERG Eolica Campania S.r.l., ERG Eolica Faeto S.r.l., ERG Eolica Fossa del Lupo S.r.l.,

ERG Eolica Ginestra S.r.l., ERG Eolica San Cireo S.r.l., ERG Eolica San Vincenzo S.r.l., ERG Eolica

Tirreno S.r.l., Green Vicari S.r.l., Eolico Troina S.r.l., Eolo S.r.l. – as well as ERG Oil Sicilia S.r.l., ERG

Nuove Centrali S.p.A., ERG Power S.r.l., ISAB Energy S.r.l., ISAB Energy Services S.r.l.

Although ERG S.p.A. has a significant direct or indirect equity investment and, in some cases,

a role asmajority shareholder in the companiesTotalErg S.p.A., ISAB S.r.l.,Priolo Servizi S.c.p.A.,

Ionio Gas S.r.l. in liquidation, ISAB Energy Solare S.r.l., it does not carry out any management

and coordination activities with respect to them,also by effect, in some cases,of the provisions

contained in the shareholder agreements entered into with the other Shareholders.

In 2012, ERG S.p.A. continued managing the various directly and indirectly owned interests,

also via service contracts for staff activities, for a total amount of EUR 9.0 million.

It was also re-charged costs linked to research and development projects amounting to EUR

1.1 million by the Delta Ti Research Consortium.

ERG S.p.A.manages the treasury of some subsidiaries centrally.

ERG S.p.A.alsomanages,as consolidator, the Group’s VAT and domestic“tax consolidation”with

the Group’s main subsidiaries. In this regard,ERG Renew S.p.A.manages as consolidating entity

its own domestic“tax consolidation”with some companies of the wind power business,whilst

ERG Power S.r.l. adheres to the“tax consolidation”of the parent company San Quirico S.p.A.

All transactions refer to ordinary operations and are settled at market rates.
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PRIVACY - SECURITY POLICY DOCUMENT
In 2012, the ERG Group invested adequate resources to maintain high levels of enforcement of

the privacy Code (Italian Legislative Decree no. 196/2003) and of the Instructions issued by the

Authority for theprotectionofpersonal data,particularly bypromotingandupgrading its security

policies in order to assure an adequate level of protection of the personal data processed.

SIGNIFICANT EVENTS AFTER THE REPORTING PERIOD

On 15 January 2013, ERG won the tender that enabled it to benefit from the twenty-year

incentives for the project of a 34 MW wind farm in the municipality of Palazzo San Gervasio

(PZ),with a 2.5% bidding discount.

On 13 February 2013, ERG closed the purchase, from International Power Consolidated

Holding Ltd (100% GDF SUEZ) and through the subsidiary ERG Renew, of 80% of the share

capital of IP Maestrale Investments Ltd.

The IP Maestrale Shareholders’Meeting held on the same date voted to change the name of

the company to ERGWind Investments Ltd.
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BUSINESS OUTLOOK
The expected outlook for themain operating and performance indicators in 2013 is as follows:

RENEWABLE ENERGY SOURCES
2013 is a particularly important year for ERG Renew,which as a result of the aforementioned

acquisition of IPMaestrale will see a very significant growth in installed power and generation,

becoming the leading operator in the wind power business in Italy.

One of the company’s main goals in 2013 will be to integrate the new assets, trying fully to

exploit the benefits deriving from the increased size, both in terms of synergies and of new

potential.

With regard to growth, in 2013 construction will proceed on the new wind farm of Palazzo

San Gervasio,with 34MWof authorised power, for which the company obtained entitlement

to the incentives as a result of participation in the auctions prescribed by the new regulations;

the wind farm is expected to be commissioned in 2014.

Activities abroad,on one hand,will receive the contribution of the newwind farms in Germany

(86MW) owned by IPMaestrale,and on the other handwill focus on further developments in

Eastern Europe through the LUKERG Renew joint venture. In 2013, an 84 MW wind farm will

be built in Romania; the related project was recently acquired from Inergia,and its completion

and commissioning are expected in early 2014.

In light of the above, further strong revenue and income growth is expected for 2013,

compared with the excellent results already obtained in 2012.

POWER & GAS
The year 2013 will benefit from the availability of the ISAB Energy plant for the entire year,

whilst short downtimes are expected for both ERG Power trains.

Although generation margins for gas-fuelled plants are expected to be at very low levels,

mostly because of theweak demand,the overall impacts on ERG Power results will be partially

mitigated both by the hedging actions and by the energy sale methods followed by the

company.

With regard to ISAB Energy, its 2013 results are expected to be lower than in 2012 because of

a forecast reduction in the electricity sale price compared to the particularly high values of

2012.

In light of the above, the overall results of the sector are expected to be satisfactory,but lower

than the particularly high ones recorded in 2012.

REFINING & MARKETING
Integrated Downstream

With regards to theMarketing sector, in view of the weak economic environment,of the high

cost of products on international markets and of the sharp rise in the tax component (VAT

and excise duties), consumption is expected to remain at severely depressed levels,with total

2013 demand could remain close to 2012 values and in any case significantly lower than in

previous years.

Given such weak market conditions, the company’s efforts will be focused, on one hand, on

maximising operating efficiency, and on the other hand to launch a significant plan to

requalify its network in order to make it more competitive in terms of average dispensed

quantities and more sustainable in the long term.

With the definitive shutdown of Refining activities at Raffineria di Roma and the consequent

transformation of the industrial site into a logistical facility, exposure in the business will be

significantly reduced,whilst the strategic role of the Group’s logistical assets will bemaintained

and enhanced.
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Coastal Refining

The price of crude oil is expected to remain around the 2012 levels, in an environment

characterised by economic weakness in Europe, slow recovery in the United States and

adequate market supply. Refining margins are expected to worsen with respect to the 2012

average and to remain in line with the final part of the year as a result of the lessened

maintenance and the weakening gasoline margins.

In this context, the sale of a further 20% of ISAB S.r.l., completed in early September, has

allowed ERG to reduce exposure to the refining sector,with consequent benefits for the Group

both in economic terms and in terms of strengthening its financial structure.

For the Refining & Marketing business as a whole, slightly improving results are expected in

2013, thanks also to less heavy penalisation in the Refining business as a consequence of the

reduced exposure to refining activities.

Overall, the Group’s 2013 EBITDA at adjusted replacement cost is forecast to exceed EUR 500

million,confirming the indication provided to themarket upon presentation of the 2013-2015

Business Plan.

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 evolutions, the operating performance of plants, the impact of

regulations, including environmental ones, in the petroleum and energy industry, other

changes in business conditions and in competitors’ action.

Genoa, 7 March 2013

on behalf of the Board of Directors

The Chairman

Edoardo Garrone
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REPORT ON CORPORATE GOVERNANCE AND OWNERSHIP
EVOLUTION OF APPROACH
The current governance structure of ERG S.p.A. (hereafter, also the“Company”) has been

developed over time by gradually introducing, into the ERG corporate approach, rules of

conduct reflecting the most advanced, recognised principles of corporate governance.

Even before the company was listed in October 1997, one of its key features was a focus on

a proper relationship between management and Shareholders and on ensuring that

business operations be directed towards value creation.

This corporate policy was implemented via:

coordinated delegation of powers within the Board of Directors in such away as to assure

(a) clarity and completeness of executive accountabilities and (b) monitoring of activities

and assessment of results achieved;

regular and adequate reporting to the Board of Directors on actions taken in the exercise

of powers and of managerial responsibilities;

adoption of specific procedures to determine remuneration for directors and

management.

Its presence on the stock market has clearly accentuated the company’s propensity to base

its conduct on the criteria of transparency and correctness. It has also accelerated the

process of adapting both internal regulations and organisation to meet these criteria.

This corporate policy was therefore put into effect by means of:

amendments to the Articles of Incorporation to bring them into line with the regulatory

changes introduced by the Italian Company Law Reform,by law provisions on the matter

of Shareholders’Rights on transactions with related parties and, lastly, on gender balance

in the composition of corporate bodies;

adoption of a Code of Ethics as a tool for defining and communicating the duties and

responsibilities of ERG S.p.A. towards its stakeholders, and as an imperative element of an

organisation and management model consistent with the requirements of Italian

Legislative Decree no. 231/2001,most recently updated on 26 February 2013;

acceptance of the Italian Corporate Governance Code for Listed Companies,promoted by

Borsa Italiana S.p.A. (“Corporate Governance Code“1) since its first edition in 1999;

adoption of a Code of Conduct for the directors of ERG Group companies;

appointment of independent directors and non executive directors to the Board;

adoption of a Policy for the compensation ofmembers of the Board of Directors,and of the

keymanagers as prescribed by the Corporate Governance Code,most recently revised on

18 December 2012, to align the interests of management with those of Shareholders and

strengthen the relationship between managers and the Company, both in terms of

awareness of the importance of the stock value and its continuity over time;

1 On30 July 2012,the BoardofDirectors resolved to adhere to theneweditionof theCorporateGovernanceCodepublished inDecember
2011with the exception of the different choices alreadymadeby the Board,to be adequately pointed out in the pertinent section of this
report;consequently,all references to the provisions of the Corporate Governance Code shall be deemed to refer to the aforesaid edition
of the Code.
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definition of guidelines for the identification and execution of significant transactions,

most recently revised on 10 May 2012, and of other governance documents designed to

assure transparent and timely management of the ERG Group’s relationship with the

market;

adoption of a Procedure for handling and processing privileged information and for the

public dissemination of statements and information,most recently revised on 10May 2012;

adoption of an integrated risk management model, with the objective of identifying, as

exhaustively as possible, the risks inherent in the ERG Group’s full range of business

activities;

adoption of a specific Procedure to assure the transparency and the substantial and

procedural correctness of transactionswith related parties carried out by ERG S.p.A.directly

or through its subsidiaries,most recently updated on 6 August 2012.

INFORMATION ABOUT THE OWNERSHIP STRUCTURE AS AT 31 DECEMBER
2012 PURSUANT TO ARTICLE 123-BIS OF LEGISLATIVE DECREE NO. 58 OF
24 FEBRUARY 1998 (THE ITALIAN CONSOLIDATED FINANCE ACT OR “T.U.F.”)

Share capital structure as at 31 December 2012

Significant equity investments as at 31 December 2012

Other information as at 31 December 2012

YES NO NOAVAILABLE
INFORMATION

RESTRICTIONS TO THE TRANSFER OF SECURITIES X

RESTRICTIONS TO VOTING RIGHT X

SHAREHOLDER AGREEMENTS X

ARRANGEMENTS PURSUANT TO ART. 123-BIS, PAR. 1 LETTER I) T.U.F. (1) X

(1) Said information is contained in the report on remuneration, published in accordance with Article 123-ter of the Italian Consolidated Finance Act

DECLARANT DIRECT SHAREHOLDER % SHARE OF % SHARE OF
ORDINARY CAPITAL VOTING CAPITAL

SAN QUIRICO S.P.A. SAN QUIRICO S.P.A. 55.942 55.942

SAN QUIRICO S.P.A. POLCEVERA S.A. 6.905 6.905

ERG S.P.A. ERG S.P.A. 5.000 5.000

TRADEWINDS GLOBAL INVESTORS LLC TRADEWINDS GLOBAL INVESTORS LLC 4.959 4.959

NUMBER AMOUNT OF SHARE %OF SHARE LISTED (MARKET) / RIGHTS AND
OF SHARES CAPITAL SUBSCRIBED CAPITAL UNLISTED OBLIGATIONS

AND PAID UP

ORDINARY SHARES 150,320,000 15,032,000 100 MTA/ FTSE ITALY –
MID CAP INDEX

SHARESWITH LIMITED VOTING RIGHTS – – – –

SHARESWITHOUT VOTING RIGHTS – – – – –
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Note that:

there are no securities conferring special control rights;

there are no employee stock option plans;

pursuant to Article 123-bis, paragraph 1, point h) of the Italian Consolidated Finance Act,

it should be noted that there are in existence financing agreements containing the usual

provisions regarding the change of control of the debtor,which,at least in one case,could

involve the reimbursement of the loan in question if there is a change in control at ERG

S.p.A. and in particular: (i) loan provided by Intesa San Paolo for EUR 50 million,maturing

on 31 December 2014 and (ii) loan provided by Monte dei Paschi di Siena for EUR 50

million, maturing 31 December 2013. It should also be noted that there are in existence

partnership agreements with third parties relating to certain investee companies, which

allow for the possibility,but not the obligation,as is frequently the case in such agreements,

for third parties that are Shareholders of the above-mentioned investee companies, to

acquire, usually at market conditions, the shares or stakes of the shareholders belonging

to the ERGGroup if there is a change in control at ERG S.p.A. In this regard,of particular note

is the case of TotalErg S.p.A., in relation to which the Shareholders’ agreements provide

the possibility, for the other shareholder,when the circumstances occur and in accordance

with the procedures prescribed by said agreements, to purchase an equity investment,

owned by the ERG Group, representing 2% of TotalErg S.p.A. if control of ERG S.p.A.

changes;

for rules applicable to the appointment and replacement of the members of the Board of

Directors and of the Board of Statutory Auditors, and to amendments to the Articles of

Incorporation, please refer to the relevant sections of this report (hereafter also the

“Report”);

no powers have been granted to Directors in relation to capital contributions pursuant to

Article 2443 of the Italian Civil Code;

the Directors have no powers to issue equity instruments;

the Board of Directors’power to issue convertible bonds expired on 28 April 2009;

on 20 April 2012, pursuant to Article 2357 of the Italian Civil Code, the Shareholders’

Meeting authorised the Board of Directors to purchase treasury shares for a period of 12

months from the date of the related resolution, up to a revolving maximum (i.e. the

maximumamount of treasury shares held from time to time) of 15,032,000 (fifteenmillion

thirty-two thousand) shares of ERG common stock with a par value of EUR 0.10 each, at a

unit price, including ancillary purchase charges,not lower than 30%below and not higher

than 10% above the closing price of the stock on the day immediately preceding each

individual transaction2.

CORPORATE GOVERNANCE
ERG S.p.A.’s corporate governance system complies with the requirements of the Italian Civil

Code and of other specific regulations relating to companies – particularly those contained

in the Italian Consolidated Finance Act – and is consistent overall with the Italian Corporate

Governance Code for Listed Companies,which has been revised and updated over the years3.

The edition of the Corporate Governance Code to which the Company adheres is available to

the public at theWebsite of Borsa Italiana S.p.A. (www.borsaitaliana.it).

ERG corporate governance comprises the statutory bodies,board committees and documents

that regulate their operation.

2 Implementing the aforesaid resolution, the Board of Directors decided, on 10 May 2012, to launch a program for the acquisition
of treasury shares as a result of which the Company reached the number of 7,516,000 treasury shares held, i.e. 5.000% of share
capital.

3 Please refer to the information provided in Note no. 1.
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STATUTORY BODIES

BOARD OF DIRECTORS
The current Board of Directors, comprising twelve members, was appointed by the

Shareholders’ Meeting of 20 April 20124 consequently, the appointment to the Board of

Directors shall expire at the date of the Shareholders’ Meeting convened to approve the

financial statements as at 31 December 2014.

For the appointment of the Board of Directors only one list of candidates was presented by

the Shareholder San Quirico S.p.A.5, i.e.:

1. Edoardo Garrone

2. Giovanni Mondini

3. Alessandro Garrone

4. Massimo Belcredi∗
5. Luca Bettonte

6. Pasquale Cardarelli∗
7. Alessandro Careri

8. Marco Costaguta

9. Antonio Guastoni∗
10. Paolo Francesco Lanzoni∗
11. Graziella Merello

12. Umberto Quadrino∗

* Candidate indicated in the list as fulfilling independence requirements in accordance with the Consolidated Finance Act and
eligible for qualification as independent in accordance with the Corporate Governance Code.

At the proposal of the shareholders Polcevera S.A., the Shareholders’Meeting of 20 April 2012

confirmed Riccardo Garrone6 as Honorary Chairman of the Board of Directors.

In accordance with the Articles of Incorporation, the Company is managed by a Board of

Directors which, in compliance with the gender balance criterion prescribed by current law

and regulatory provisions, consists of no fewer than 5 and no more than 15 members.

Directors are appointed on the basis of lists presented by Shareholders – in which the

candidates shall be listedwith a progressive number –which,accompanied by information on

the personal and professional characteristics of the candidates and a declaration of whether

they meet the independence requirements prescribed by the Italian Consolidated Finance

Act, must be filed, in compliance with Article 147-ter, paragraph 1-bis of the Consolidated

Finance Act, at least twenty-five days prior to the date of the Shareholders’Meeting and shall

be made available to the public at least twenty-one days prior to the Meeting.

The lists may only be presented by Shareholders who, either individually or with other

Shareholders, represent the minimum percentage of share capital (currently, 2.5%)7

established in accordance with Article 144-quater of the Regulations implementing the

Consolidated Finance Act, adopted by CONSOB with resolution no. 11971 of 14 May 1999

(“Issuers’Regulations”).

At the time of appointment of the Board of Directors currently in office, the shareholding

required in order to present the lists was equal to 2% of the share capital8.

4 With reference to the provisions of application standard 1.C.4. of the Corporate Governance Code, it is pointed out that the
Shareholders’Meeting has not generally and preventively authorised waivers from the competition prohibition set out in Article
2390 of the Italian Civil Code.

5 For the percentage of votes received by the list with respect to the voting share capital,please see theminutes of the Shareholders’
Meeting of 20 April 2012, available in the Governance section of theWebsite www.erg.it.

6 Passed away on 21 January 2013.

7 Updated on the basis of the Company’s market capitalisation as at 31 December 2012 calculated as the average the last quarter
before the end of the 2012 financial year.

8 In accordance with CONSOB Resolution no. 18083 of 25 January 2012.
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Each shareholder may present or contribute to present only one list and each candidate may

be included in only one list, under penalty of ineligibility. Each list shall contain a number of

candidates not exceeding themaximum number of directors set out in the first paragraph of

Article 15 of the Articles of Incorporation and,with the exception of those that present fewer

than three candidates, it shall complywith the gender balance criterion prescribed by current

laws and regulations.

The lists indicate which Directors fulfil the independence requirements set by Article 147-ter,

paragraph 4 of the Consolidated Finance Act. At least one candidate for each list, or two

candidates if the Board of Directors has more than seven members,must fulfil the aforesaid

independence requirements.

All candidates must fulfil the integrity requirements set out by current regulations for

members of the controlling Bodies, as well as adequate professionalism requirements for the

office to be held.

Together with each list, by the deadline indicated above, each candidate must file the

statement accepting his/her candidacy and declaring under his own responsibility that there

are no causes for ineligibility and incompatibility and that the requirements prescribed by

applicable regulations aremet,and indicatingwhether (s)he qualifies as independent director.

For the purposes of the allotment of the Directors to be elected, no consideration is given to

the lists that did not obtain as many votes as represent a percentage of the share capital at

least equal to half the percentage required for the presentation of the lists.

Each person entitled to vote may vote only one list.

The election of the Directors takes place as follows:

a) from the list that received themajority of the votes cast are drawn, in the progressive order

in which they are listed, a number of Directors equal to the number of members to be

elected minus one, subject to the provisions of Article 15, paragraph 5 and 5-bis of the

Articles of Incorporation respectively for the appointment of independent Directors and

to compliance with the gender balance criterion in the composition of the Board of

Directors;

b) the remaining Director is drawn from the minority list that received the highest number

of votes;

c) if a single list is presented, or if the required quorum is not reached by the other lists, all

Directors shall be elected from the presented list or from the list that reached the quorum,

subject to the provisions of Article 5-bis of the Articles of Incorporation with respect to

compliancewith the gender balance criterion in the composition of the Board of Directors.

In any case, the election will be won by the candidate or, if the Board has more than seven

members, the first two candidates from the list that received the highest number of votes,

who fulfil the independence requirements, in the progressive order in which they were

entered in the list9.

9 Formore information, including information about the provisions aimed at assuring compliancewith the gender balance criterion
in the composition of the Board of Directors, please refer to the Articles of Incorporation, available in the Governance section of
the website www.erg.it.
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The Directors in office at the date of approval of the Report are10:

Composition of the Board of Directors:

Edoardo Garrone - Chairman

Alessandro Garrone - Deputy Chairman

Giovanni Mondini - Deputy Chairman

Luca Bettonte - Chief Executive Officer

Massimo Belcredi - Director

Pasquale Cardarelli - Director

Alessandro Careri - Director

Marco Costaguta - Director

Antonio Guastoni - Director

Paolo Francesco Lanzoni - Director

Graziella Merello 11 - Director

Umberto Quadrino - Director

Non-executive directors 12

Giovanni Mondini

Alessandro Careri

Marco Costaguta

Independent directors 13

Massimo Belcredi

Pasquale Cardarelli

Antonio Guastoni

Paolo Francesco Lanzoni

Umberto Quadrino

The Board of Directors, in the first meeting after the appointment – held on 20 April 2012 –

positively assessed the Directors’ independence both with reference to the provisions of

Article 148, third paragraph,of the Italian Consolidated Finance Act andwith reference to the

Corporate Governance Code, thus preferring substance over form14.

The Board of Statutory Auditors verified the correct application of the criteria and verification

procedures adopted by the Board of Directors to assess the independence of its members.

10 For the personal and professional characteristics of each director in office,please see their CVs available in the Governance section
of the website www.erg.it.

11 Serves as Director in charge of the Internal Control and Risk Management System (formerly, executive Director appointed to
supervise the functionality of the Internal Control System).

12 Taking into account application standard 2.C.1 of the Corporate Governance Code.

13 Independence was assessed by the Board of Directors in accordance with the Consolidated Finance Act and with the Corporate
Governance Code.

14 In particular, the Board of Directors, in the aforesaid meeting of 20 April 2012, with reference to the fact that Directors Massimo
Belcredi, Antonio Guastoni and Paolo Francesco Lanzoni would exceed, during their term in office, the nine-year limit set out by
application standard 3.C.1 letter e) of the Corporate Governance Code,deemed that (i) the automatic enforcement of this limit for
the purposes of assessing independence would not have been in line with the spirit of the Corporate Governance Code; (ii) the
overall profile of the aforesaid Directors – and their history with the Company – offered sufficient guarantees in terms of their
independent mindedness.With reference to the appointments reported by Director Antonio Guastoni – Director and Deputy
Manager in Sampdoria Holding S.p.A., a subsidiary of San Quirico S.p.A. (office of Deputy Chairman held until 5 September 2012,
without executive powers and/or signature and/or delegation powers) – and by Director Paolo Francesco Lanzoni – Chairman of
the Supervisory Committee of ERG Renew S.p.A., ERG Nuove Centrali S.p.A., ERG Power S.r.l., ERG Oil Sicilia S.r.l., ISAB Energy S.r.l.
and ISAB Energy Services S.r.l. (directly/indirectly controlled by ERG S.p.A.) – as had been assessed by the previous Board of
Directors in 2011, deemed that the aforesaid offices were irrelevant for the purposes of their independence and that the
compensation received for their participation in the Supervisory Bodies per Italian Legislative Decree 231/2001 (control bodies
with external relevance) were akin to the case contemplated by application standard 3.C.1 letter d) of the Corporate Governance
Code,which explicitly refers to additional compensation for participation in committees within the Board, recommended by the
Code itself.
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With regard to the composition of the Board of Directors and the distribution of offices and

powers within it, it was not considered necessary to designate a lead independent director as

provided by application criterion 2.C.3 of the Corporate Governance Code.

During 2012, the independent Directors held their own meeting without the other directors

present, but remained in contact and regularly consulted each other in advance on the

principal matters examined by the Board of Directors.

Other appointments as director or statutory auditor held by Directors in other companies listed in

regulated markets, also abroad, in finance companies, banking and insurance companies or

companies of significant size as at 31December 201215:

Edoardo Garrone Chairman of the Supervisory Board of San Quirico S.p.A.

Director of Pininfarina S.p.A.

Alessandro Garrone Director of Banca Passadore e C.S.p.A.

Director of GruppoMutuiOnline S.p.A.

Giovanni Mondini Chairman of theManagement Board of San Quirico S.p.A

Massimo Belcredi Director of Arca SGR S.p.A.

Marco Costaguta Director of Management di San Quirico S.p.A.

Antonio Guastoni Chairman of the Board of Statutory Auditors of Futurimpresa Sgr S.p.A.

Chairman of the Board of Statutory Auditors of Parcam S.r.l.

Director of Comoi Sim S.A.

Standing Auditor of Giulio Fiocchi S.p.A.

Umberto Quadrino Director of Ambienta SGR S.p.A.

Director of Italsconsult S.p.A.

Director of Creo Invest S.r.l.

Other attendees of Board of Directors meetings

Depending on the matters under discussion, ERG Group management representatives also

take part in Board of Directors meetings.

Directors’ compensation and remuneration

In accordancewith the Corporate Governance Code, the Board of Directors,at the proposal of

the Nominations and Remuneration Committee, on 20 December 2011 approved its Policy

for the remuneration of the members of the Board of Directors and of Key managers16.

Directors’ remuneration is determined, for each financial year, by the Shareholders’Meeting

called to approve the Financial Statements.

The Shareholders’ Meeting also fixes the remuneration of the Directors serving on the

following committees within the Board: Internal Control and Risk Committee17 and

Nominations and Remuneration Committee.

The remuneration of the Chairman, of the Deputy Chairmen, of the Chief Executive Officer

and,more in general,of Directors with delegated powers or appointed to carry out particular

duties and of the Directors appointed to the Strategic Committee that do not hold positions

in the Board of Directors, is set by the Board of Directors on the basis of a proposal formulated

by the Nominations and Remuneration Committee, after obtaining the opinion of the Board

of Statutory Auditors.

15 Other than offices held in companies of the ERG Group.

16 The Shareholders’Meeting held on 20 April 2012 voted in favour of the first section of the Report on Remuneration prepared in
accordance with Article 123-ter of the Italian Consolidated Finance Act.

17 The former Internal Control Committee. The different name was assigned as a result of the Company’s adherence to the new
edition of the Corporate Governance Code published in December 2011.
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With reference to the Directors in office, themembers of the Nominations and Remuneration

Committee contributed to formulate the aforesaid proposals also on the basis of elements

initially not contemplated by the Remuneration Policy which,adopted by the Company on 20

December 2011, did not take into account the different delegated powers decided by the

new Board of Directors on 20 April 2012, and – for the aforesaid reasons – on the basis of the

Procedure for Transactions with Related Parties.

The Board of Directors,at the proposal of the Nominations and Remuneration Committee,on

18 December 2012 approved the revision of the Remuneration Policy in order to take into

account the aforesaid delegation of powers and the medium/long term incentive Systems

(LTI System)18.

Powers

The Board of Directors vested:

– theChairman EdoardoGarronewith the power tomanage the staff functions carried out by

the Institutional & International Relations Division with respect to external relations and to

Corporate Social Responsibility and the General Secretariat functions within the scope of

the Corporate Affairs Division,with responsibility for supervision,direction and control19;

– the Deputy Chairman Alessandro Garrone with the power to supervise preliminary and

functional activities for the definition of the Company’s and of the Group’s strategic

objectives and for the preparation of the related Strategic Plan,to be submitted to the Board

of Directors for review and approval or disapproval; consequently, to provide strategic

coordination to subsidiaries; to exercise supervision and control over activities for the

preparation of draft budgets to be submitted for review and approval or disapproval by the

Board of Directors; to conduct direction and supervision activities in the search,preparation

andnegotiationwith third parties ofMerger &Acquisitionprojects and in structured finance

transactions,which in view of their significance are subject to the approval of the Board of

Directors;to supervise thedefinitionof theCompany’s organisational structure to the second

reporting level down from theChief ExecutiveOfficer,concurringwith theCEOondecisions

pertaining to the appointment of directors and executives, to the termination of any

employee and to remuneration and incentive policies;

– Chief Executive Officer Luca Bettonte20 with the powers necessary to carry out all actions

pertaining to the company’s business;

– Director GraziellaMerellowith thepower to oversee the Internal Audit,Risk andCompliance

Division,with responsibility for supervision,direction and control21.

In accordance with the Articles of Incorporation, the Chairman has the power to represent

the Company pursuant to Article 2384 of the Italian Civil Code.The Chief Executive Officer(s)

also has/have such powers,within the limits of the authority vested in them.

18 For any additional information on this matter, please refer to the Report on Remuneration pursuant to Article 123-ter of the
Consolidated Finance Act, to be presented to the Shareholders’ Meeting convened in April 2013, among other matters, in
accordance with Article 2364, second paragraph, of the Italian Civil Code.

19 Assignment of these managerial powers, with particular but not exclusive reference to the activities of the General Secretariat
within the Corporate Affairs Division, takes into account the role carried out as Chairman of the Board of Directors and by the
provisions of the Corporate Governance Code (Comment to Article 2, fifth paragraph).

20 The interlocking directorate situation,contemplated by application standard 2.C.5.of the Corporate Governance Code,does not
apply.Additionally,on 10May 2012 the Chief Executive Officer resigned from the office of Corporate General Manager.The Board
of Directors, on the same date, taking into account the Company’s organisational structure resulting from the appointment of
the new Board of Directors, resolved not to appoint a new Corporate General Manager.

21 Formerly, Internal Audit Division and Risk Office function.
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The Board of Directors, in accordance with the recommendations of the Corporate

Governance Code, specified that the powers vested in the Deputy Chairman and in the Chief

Executive Officer shall be exercised within the scope of the directives and instructions

imparted to them by the Board of Directors which shall retain, in addition to the powers that

may not be delegated as prescribed by law or by the Articles of Incorporation, the authority

to review and approve significant transactions identified on the basis of the criteria set out in

the Guidelines for identifying and carrying out significant transactions,approved by the Board

of Directors.

The delegated bodies report to the Board of Directors, on a quarterly basis, on the activities

carried out within the scope of the powers vested in them.

Frequency of Boardmeetings

As prescribed by the Articles of Incorporation, the Board of Directors meets at least once a

quarter to inform the Board of Statutory Auditors on the Group’s activities and on the most

important business, financial and capital transactions undertaken by the company or its

subsidiaries, and particularly those where theremay be a potential conflict of interest.

During the 2012 financial year, the Board of Directors held 10meetings,while for the year 2013

there are expected to be no fewer than 6meetings.

In the 2012meetings, the Board of Directors passed resolutions pertaining to 53 issues and for

36 of them the relateddocumentationwas sent toDirectors and StatutoryAuditors beforehand

(at least 48 hours before themeeting,barring exceptions)22 said advance notice being deemed

suitable to enable Directors and Auditors to acquire adequate knowledge of the items in the

agenda.

The averagedurationof themeetings heldby theBoardofDirectorswas 2hours and46minutes.

As of the date of approval of this document, the Board of Directors had held 2meetings.

Activities pursued

Directors made a significant contribution to the work of the Board of Directors and

Committees in 2012, in terms of meeting attendance and effective participation in

proceedings.

In the course of 2012, the Board of Directors performed the activities and responsibilities

referred to in application criterion 1.C.1 of the Italian Corporate Governance Code in

accordance with the role that the Code attributes to the Board of a listed company.

With regard in particular to subparagraph g) of this criterion, the Board of Directors, at its

meeting of 30 July 2012, carried out a review,partly on the basis of a document prepared for

this purpose by the Nominations and Remuneration Committee,of the size,composition and

functions of the Board of Directors and Committees during 2011,expressing, in this regard,an

overall favourable opinion accompanied by specific indications with respect to the operation

of the Board of Directors and of its committees23.This document was prepared applying the

assessment criteria already employed in past years24.

22 In the resolutionswith respect towhich the related documentationwas not sent to Directors and Statutory Auditors beforehand,
5 pertained to topics with respect to which the Nominations and Remuneration Committee or the Control and Risk Committee
had carried out preparatorywork,7were taken up by the Board of Directors upon specific proposals by theDirectors during Board
meetings.

23 This assessment refers to the year 2011 and, hence, to the previous Board of Directors and its Committees whose members, in
relation to the Nominations and Remuneration Committee and to the Internal Control and Risk Committee,were confirmed in
office by the current Board of Directors, appointed by the Shareholders’Meeting of 20 April 2012.

24 With the exception of the self-assessment questionnaire – prepared by the Corporate Affairs Division at the request of the
Nominations and Remuneration Committee – sent to the members of the Board of Directors and of the Board of Statutory
Auditors within the Board Performance Review process for the year 2010, not used in the assessment process for the year 2011
in view of the appointment of the new Board of Directors by the Shareholders’ Meeting on 20 April 2012. The document is
available in the Governance section of the website www.erg.it.
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Pursuant to application criterion 1.C.3.of the Italian Corporate Governance Code, the Board of

Directors acknowledged that, in light of the findings set out in the document prepared by the

Nominations and Remuneration Committee, it no longer seems necessary to set a limit on

the number of directorships and auditorships in other listed companies and in finance,

banking, insurance companies or companies of significant size for members of the Board of

Directors that is different from the current number as shown in the disclosure they provided

for the purposes of their candidacy and subsequent appointment toDirectors of the Company,

which took place on 20 April 2012.

The Chairman of the Board of Directors ensured that during themeetings of the of the Board

of Directors and of the Committees within the Board, in relation to the topics discussed, the

Chief Executive Officer and representatives of the ERGGroup’smanagers provided all directors

with the necessary information for adequate knowledge of the industry where the Group

operates,of corporate performance and its trends and of the reference regulatory framework.

During the year, the Chairman also pointed out to Directors, with the aforesaid purposes,

specific initiatives and events organised by major entities.

BOARD OF STATUTORY AUDITORS
The Board of Statutory Auditors was appointed by the Shareholders’Meeting held on 15 April

2010 and its term of office shall expire at the date of the Shareholders’Meeting convened for

approval of the Financial Statements as at 31 December 2012.

For the appointment of the Board of Statutory Auditors, only one list of candidates was

presented by the shareholders San Quirico S.p.A.25, i.e.:

Mario Pacciani - Standing Auditor

Lelio Fornabaio - Standing Auditor

Paolo Fasce - Standing Auditor

Vincenzo Campo Antico - Alternate Auditor

Fabio Porfiri - Alternate Auditor

Stefano Remondini - Alternate Auditor

In accordance with the Articles of Incorporation, the Shareholders’ Meeting shall elect the

Board of Statutory Auditors,consisting of three standing auditors and three alternate auditors

in compliance with the gender balance criterion prescribed by current laws and regulations.

The Board of Statutory Auditors is appointed on the basis of lists presented by Shareholders,

which, in compliance with Article 147-ter, paragraph 1-bis of the Consolidated Finance Act

(referenced by Article 148,paragraph 2 of the Consolidated Finance Act),must be filed at least

twenty-five days prior to the date of the Shareholders’Meeting and shall be made available

to the public at least twenty-one days prior to the Meeting.

Each list consists of two sections:one for candidates to the office of standing auditor and the

other one for candidates to the office of alternate auditor. Each list shall contain a number of

candidates, listedwith a progressive number,not exceeding themaximumnumber of auditors

to be elected and,with the exception of those presenting fewer than three candidates, it shall

comply, for each section, with the gender balance criterion prescribed by current laws and

regulations.

Candidate listsmay only be presented by Shareholders who,at the time of presenting the list,

are in possession of a shareholding equal to that required for the presentation of lists for the

election of Directors, currently equal to 2.5%26.

25 For the percentage of votes received by the list with respect to the voting share capital,please see theminutes of the Shareholders’
Meeting of 15 April 2010, available in the Governance section of theWebsite www.erg.it.

26 Updated on the basis of the Company’smarket capitalisation as at 31 December 2012 calculated as the average of the last quarter
before the end of the 2012 financial year.
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At the time of appointment of the Board of Statutory Auditors currently in office, the

shareholding required in order to present the lists was equal to 2% of the share capital27.

No Shareholder may present or vote for more than one list and each candidate may be

included in only one list, failing which he or she shall be disqualified.

The lists contain not only information about the Shareholders who submitted them and the

statements made by them pursuant to the applicable regulations, but also exhaustive

information about the candidates’ personal and professional characteristics and their

statements pursuant to the Articles of Incorporation.

Candidates may not be elected to the office of Statutory Auditor unless they satisfy the

requirements of independence, professionalism and integrity as provided by Article 148,

paragraph 3 of the Italian Consolidated Finance Act or if they already serve as Standing Auditor

in five listed companies28.

If, at the expiration of the term for the presentation of the lists as indicated above,a single list

was filed, or only lists presented by mutually connected Shareholders, according to the

definition set out in the applicable regulations, were filed, then lists may be presented – in

accordance with Article 144-sexies, paragraph 5 of the Issuers’ Regulations – until the third

day after that date. In this case, the thresholds required for presentation of the lists are halved.

Any list presented without compliance with the required prescriptions29 shall be considered

not to have been presented.

If no list is presented in spite of the completion of the aforesaid procedure,amajority vote shall

be taken in order to ensure that the composition of the Board of Statutory Auditors complies

with current laws and regulations and with the Articles of Incorporation. The Shareholders’

Meeting appoints the Chairman.

If no second list is presented or voted, the entire Board of Statutory Auditors shall comprise,

in the order of presentation, the candidates of the single list voted.The first person on the list

is elected Chairman.

If more than one list is presented, the following candidates shall be elected: from the list that

received the highest number of votes, in the progressive order in which they are listed, two

standing auditors and two alternate auditors; the third standing auditor and the third alternate

auditor are elected choosing the candidates to the respective offices indicated at the top of

the list that obtained the second-highest number of votes after the first one, among those

presented and voted by minority Shareholders who are not connected – even indirectly—

with the Shareholders who presented or voted the list that received the highest number of

votes, according to current regulations and subject to the provisions of paragraph 13-bis of

the Articles of Incorporation pertaining to compliancewith the gender balance criterion in the

composition of the Board of Statutory Auditors.The standing auditor drawn from theminority

list is appointed Chairman.

If the lists receive equal number of votes, the candidate of the list that was presented by the

Shareholders owning the largest share or, subordinately, by the higher number of

Shareholders is elected.

27 In accordance with CONSOB Resolution no. 17148 of 27 January 2010.

28 In this regard, as a result of CONSOB Resolution no. 18079 of 20 January 2012 – which introduced among other matters, some
amendments to the Issuers’Regulations to simplify rules on the accumulation of duties for themembers of the control committee
– the limits to the accumulation of duties per Article 144-terdecies, paragraph 2, of the Issuers’ Regulations and the disclosure
obligations per Article 144-quaterdecies of the Issuers’Regulations do not apply to thosewho serve asmembers of the controlling
body of a single issuer.

29 Formore information, including information about the provisions aimed at assuring compliancewith the gender balance criterion
in the composition of the Board of Statutory Auditors, please refer to the Articles of Incorporation, available in the Governance
section of the website www.erg.it.
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The Statutory Auditors in office at the date of approval of the Report are 30:

Mario Pacciani - Chairman

Lelio Fornabaio - Standing Auditor

Paolo Fasce - Standing Auditor

Vincenzo Campo Antico - Alternate Auditor

Fabio Porfiri - Alternate Auditor

Stefano Remondini - Alternate Auditor

The Board of Statutory Auditors, having examined the personal and professional

characteristics of each auditor, has concluded that its members can be designated as

independent, partly based on the criteria set forth in the Corporate Governance Code for

directors.

The Board of Statutory Auditors supervised the independence of the independent auditor

verifying both compliance with the regulatory provisions on the matter, and the nature and

extent of services,other than auditing,performed for the Company and for its subsidiaries by

the independent auditor and by entities belonging to its network.

The Board of Statutory Auditors also supervised the process of financial disclosure, the

effectiveness of the internal control, internal audit and risk management systems and the

legal auditing of annual accounts and of consolidated accounts.

The Board of Statutory Auditors, in the performance of its activities, was supported by the

Internal Audit, Risk and Compliance Division, coordinating with the Internal Control and Risk

Committee.

During the 2012 financial year the Board of Statutory Auditors held 10meetings,while for the

year 2013 there are expected to be no fewer than 6 meetings.

The average duration of themeetings held by the Board of Statutory Auditors was 2 hours and

30 minutes.

As at the date of approval of this document, the Board of Statutory Auditors hadmet 3 times.

Other appointments as director or statutory auditor held by the Statutory Auditors in other

companies listed in regulatedmarkets,also abroad, in finance companies,banking and insurance

companies or companies of significant size as at 31 December 2012 31:

Mario Pacciani Chairman of the Board of Statutory Auditors of Boero Bartolomeo S.p.A.

Lelio Fornabaio Standing Auditor of Prelios S.p.A.

Standing Auditor of Astaldi S.p.A.

Standing Auditor of Gemina S.p.A.

Director of Ariscom Compagnia di assicurazioni S.p.A.

Chairman of the Board of Statutory Auditors of Essediesse S.p.A.

Paolo Fasce Standing Auditor of Boero Bartolomeo S.p.A.

Standing Auditor of Yarpa Investimenti SGR S.p.A.

Standing Auditor of YLF S.p.A.

Standing Auditor of Banca Passadore & C.S.p.A.

30 For the personal and professional characteristics of each auditor in office,please see their CVs available in the Governance section
of theWebsite www.erg.it.

31 Other than offices held in companies of the ERG Group.
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SHAREHOLDERS’ MEETINGS
Article 10 of the Articles of Incorporation states that, in compliance with laws and regulations,

theholders of voting rightswhoexhibit a suitable certification issued in accordancewith current

regulations by the broker andnotified to the Company according to the procedures andwithin

the term set by current laws and regulations, are entitled to attend Shareholders’ Meetings.

Holders of voting rights may be represented by proxy in the Shareholders’Meeting,within the

limits and according to the procedures prescribed by current laws and regulations.The proxy

may be notified via certified electronicmail in accordancewith the procedures indicated in the

convening notice or using the different instrument whichmay be indicated in the notice.

Article 11of theArticles of Incorporation states that the Shareholders’Meeting shall be convened

by the governing body at least once a year, no later than one hundred twenty days from the

closingdate of the financial year or no later thanonehundred eighty days, if the Companymust

prepare Consolidated Financial Statements and if required by specific provisions related to the

organisation or the purpose of the Company.

Article 12 of the Articles of Incorporation states that the Shareholders’Meeting is convened by

meansof notice tobeprepared andpublishedwithin the terms andaccording to theprocedures

prescribed by current laws and provisions.

Article 13 of the Articles of Incorporation states that the provisions of law shall apply for the

quorumof bothOrdinary and Extraordinary Shareholders’Meetings and for the validity of their

resolutions.

Meeting regulations
At the Ordinary Shareholders’ Meeting, Shareholders approved Regulations governing the

proceedings of Ordinary and Extraordinary Shareholders’Meetings.

Article 14 of the Articles of Incorporation expressly gives the Ordinary Shareholders’Meeting

the possibility of adoptingmeeting Regulations.

BOARD COMMITTEES
TheBoardofDirectors has set up the Internal Control andRisk Committee,theNominations and

RemunerationCommittee and the Strategic Committee to advise it and issue recommendations.

INTERNAL CONTROL AND RISK COMMITTEE
Members:

Massimo Belcredi - Chairman

Antonio Guastoni

Paolo Francesco Lanzoni

The Internal Control and Risk Committee comprises three independent directors.

Themembers of the Committee have adequate accounting and financial expertise.

Committee meetings are attended by the Chairman of the Board of Statutory Auditors or

another auditor designatedbyhimor,dependingon the topics to bediscussed,by allmembers

of the Boardof StatutoryAuditors;meetingsmay alsobe attendedby theChairmanof the Board

ofDirectors,the executiveDeputy Chairman and theChief ExecutiveOfficer,who are entitled to

participate in the discussion of the agenda items and to identify adequate actions to confront

critical or potentially critical situations,aswell as (also depending on the topics to bediscussed),

the Director in charge of the Internal Control and Risk Management System and the Manager

responsible for preparing the company’s financial reports.

Employees of ERGGroup companies,representatives of the independent auditor and,in general,

persons whose presence is deemed necessary or appropriate for the discussion of the agenda

itemsmay be invited to attend Committeemeetings.
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TheHeadof Internal Audit,Risk andCompliance shall be invited to attend themeetings in order

to report to Committee, at least once a quarter,on the activity carried out from time to time.

The Committee organises its work in such as way as to combine comprehensive information

flows and efficiency of operation withmaximum independence of its members.

In particular, resolutions are taken without other parties being present.

Tasks

The Internal Control and Risk Committee advises and issues recommendations to the Board of

Directors and fulfils the role and responsibilities indicated in the Corporate Governance Code.

Taking into account the composition of the Committee, the Procedure for Transactions with

Related Parties,approvedby the Board ofDirectors,prescribes that theCommittee convened to

issue its opinion bothwith reference to transactions of“Minor Relevance”andwith reference to

transactions of “Major Relevance” on the interest of the Company in the completion of the

transactionwith the related party and on the advantageousness and substantial correctness of

the related conditions shall comprise members of the Internal Control and Risk Committee32.

If a member of the Committee is the counterparty of the transaction to be evaluated or a

correlated party thereof, the other members of the Committee shall call to participate in the

committee another non-correlated independent director or, if there are none,a non correlated

standingmember of the Board of Statutory Auditors.

The better to carry out its duties, the Committee may employ outside consultants at the

Company’s expense.Within the scopeof the activity performedby theCommitteemembers for

the purposes of the Procedure for transactions with related parties, the Board of Directors did

not set any expense limit even for transactions of“Minor Relevance”.

In the performance of its duties, the Committee was able to access the information and made

use of the company functions necessary to carry out its tasks.

In 2012, the Committee held 9 meetings33 – all duly recorded in minutes – during which, in

addition to the preventive review of the financial statements,of the half-year report and of the

economic and financial data of interim reports on operations, it examined topics pertaining to

the following macro-issues: Group Governance, Control and risk management system,

compliance requirements of Italian LegislativeDecree no.231/01 andAdministration,Reporting

andTaxation Area.

The average duration of themeetings held by the Committee was 2 hours and 30minutes.

As at the date of approval of this document, the Internal Control and Risk Committee had met

3 times.

In terms of themost significant issues covered, the Committee has, in the areas of:

1) GroupGovernance

– examined the auditsmadeon the thresholds set forth in the Procedure for Related Party

transactions and acknowledged the consistency of the same;

– appointed its Chairman (confirming Prof. Belcredi, who previously held this position

before the renewal of the Board of Directors);

32 For transactions pertaining to the allocation or increase of remuneration and economic benefits, in any form, to a member of a
governing or controlling body of the Company or to a keymanager of the Company or otherwise to one of the personswho hold
the offices indicated in Annex 1 to the Procedure for transactions with related parties, the Committee called upon to issue its
opinion on the interest of the Company in the completion of the transactionwith the related party and on the advantageousness
and substantial correctness of the related conditions comprises themembers of the Nominations and Remuneration Committee,
unless the aforesaid transactions in accordance with Article 3.2, letter c) of the Procedure are excluded from the scope of the
procedure.

33 Specifically:3 times before the end of themandate awarded to the previous Board of Directors and 6 times after the appointment
of the new Board of Directors (which took place at the Shareholders’Meeting on 20 April 2012) which confirmed the terms of
office of the members of the previous Committee; therefore the composition of the Committee was unchanged even after the
renewal of the Board of Directors.
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– examined the changes proposed to the Guidelines for the identification and execution

of significant transactions and to the Market info procedure following the changes in

the award of powers made by the new Board of Directors on 20 April 2012;

– approved the proposal for the remuneration of the Head of Internal Control formulated

by the Executive Director entrusted with overseeing the functioning of the Internal

Control System pursuant to the provisions of the Corporate Governance Code

promoted by Borsa Italiana;

– on the express request of the Board of Directors, conducted an analysis on the main

changes made with regard to the Corporate Governance Code, as well as on the

measures to be set in place if the Company should decide to subscribe to the new

edition of said Code; reporting in this regard to the Board of Directors;

– examined the applicability of articles 2497 et seq.of the Italian Civil Code relating to i)

relations between ERG S.p.A. and its parent S. Quirico S.p.A.; ii) the scope of the

management and coordination of ERG S.p.A.; iii) the list of companies withwhich these

activities are carried out;

– received advance information on the proposal to contribute to the Edoardo Garrone

Foundation, a related party of ERG S.p.A.; the amount of the transaction is considered

insignificant;

– analysed the change introduced by CONSOB to the Issuers’Regulationwith resolution

no. 18079 dated 20 January 2012 regarding the faculty for issuers to waive the

obligation to prepare information documents in the event of significant extraordinary

transactions, assessing the possible implications of the Company subscribing to the

aforementioned faculty;

– examined the proposal to update the list of Executives with strategic responsibility

following organisational changes made following the appointment of the new Board

of Directors and approved the consequent proposal to update the Procedure for

Related Party transactions;

– examined and approved its own schedule of meetings for 2013.

2) Control and risk management system

– analysed and approved,with half-year periodicity, its own periodic reports to the Board

of Directors formulating its own assessment of the adequacy of the Internal control

and risk management system;

– examined,the quarterly updates on the Audits activity conducted by the Internal Audit,

Risk and Compliance Division and the relative results, recommending specific actions

and requesting the relative follow-up;

– acknowledged the proposal to reorganise the Internal control and risk management

system and the grounds underlying the same;

– analysed the risks connected with ongoing events in Iran and the consequent actions

taken by the Company, as well as an update on the risks relating to business relations

with Libya;

– examined the quarterly updates on the development of the riskmanagement process,

the outcome of the monitoring and assessment activities carried out by the Internal

Audit, Risk and Compliance Division and the objectives achieved;

– examined, on a six-monthly basis, periodic reports on the activities carried out by the

Head of Internal Control;

– examined the activities and budget of the Internal Audit,Risk and Compliance Division

for 2013.
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3) Obligations in connection with Italian Legislative Decree No.231/01

– examined, on a six-monthly basis, the periodic reports on the activity carried out by

the Supervisory Committee;

– examined the schedule of activities and budget of the ERG Supervisory Committee

and of the Supervisory Committees of Group companies for 2013.

4) Administration,Reporting andTaxation

– examined the proposed updates to the model per Law no. 262 of 28 December 2005

also as a result of the organisational-corporate changes that have taken place in the

Group and the results of the test activities carried out as at 31 December 2011 and the

planned schedule of activities for 2012;

– examined the methods for the renewal the Group VAT liquidation procedure – for tax

year 2012;

– acknowledged the set-up followed with respect to the impairment test procedure on

the Financial Statements as at 31 December 2011, the most important aspects

emerging from the application of the same and the reasons underlying the write-

downs made;

– stated that it had been able to assess the correct utilisation of international accounting

standards in the preparation of the Statutory and Consolidated Financial Statements

as at and for the year ended 31 December 2011 and of the Half-year Financial Report

as at 30 June 2012 and of the standards adopted for the purposes of the preparation

of the Interim Financial Report as at 31 March and as at 30 September 2012;

- examined themain aspects pertaining to the domestic“tax consolidation”of ERG S.p.A.;

- acknowledged the updates relating to intra-group service agreements for 2012.

NOMINATIONS AND REMUNERATION COMMITTEE
Members:

Paolo Francesco Lanzoni - Chairman

Massimo Belcredi

Pasquale Cardarelli

The Nominations and Remuneration Committee comprises three independent directors.

The members of the Nominations and Remuneration Committee have adequate accounting

and financial expertise.

The Chairman, executive Deputy Chairman and CEO take part in the Committee’s work.

Employees of ERGGroup companies, representatives of the independent auditor,members of

the Board of Statutory Auditors and, in general,personswhose presence is deemed necessary

or appropriate for the discussion of the agenda items may be invited to attend Committee

meetings.
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Tasks

The Nominations and Remuneration Committee – which carries out the duties prescribed by

theCorporateGovernanceCode for the RemunerationCommittee34 –makes recommendations

to the Board of Directors regarding the remuneration of the Chairman,Deputy Chairmen,CEO

and,more in general, of Directors with powers or specific duties and of the Directors called to

serve on the Strategic Committee who do not hold positions in the Board of Directors and,

upon indication of the CEO,regarding the determination of criteria for the remuneration of the

Company’s top managers and for the definition of incentive plans for the ERG Group’s

management. The Committee periodically assesses the adequacy, overall consistency and

concrete application of the Remuneration Policy for members of the Board of Directors and

Key managers.

Taking into account the composition of the Nominations and Remuneration Committee, the

Procedure forTransactionswith Related Parties,approved by the Board of Directors,prescribes

that the Committee convened to issue its opinion both with reference to transactions of

“Minor Relevance”and with reference to transactions of “Major Relevance“ (i) on the interest

of the Company in the completion of transactions pertaining to the assignment or increase

of remuneration and economic benefits, in any form, to a member of a governing or

controlling body of the Company or to a Key manager thereof or otherwise to one of the

persons holding the offices indicated in Annex 1 to the Procedure for transactionswith related

parties and (ii) on the advantageousness and substantial correctness of the related conditions

shall comprise members of the Nominations and Remuneration Committee, unless the

aforesaid transactions in accordance with Article 3.2, Letter c) of the Procedure are not

excluded from the scope of said Procedure35.

If a member of the Committee is the counterparty of the transaction to be evaluated or a

correlated party thereof, the other members of the Committee shall call to participate in the

committee another non-correlated independent director or, if there are none,a non correlated

standing member of the Board of Statutory Auditors.

The Committee also submits to the Board of Directors candidates to the role of director in the

cases set forth by Article 2386, first paragraph,of the Italian Civil Code,whenever it is necessary

to replace an independent director; assesses, on the specific request of Shareholders who

intend to submit lists, the independence of the candidates to the role of director to be

submitted to the shareholders’meeting;and performs preliminary activities to allow the Board

of Directors to carry out its annual review regarding the size, composition and functioning of

the Board as effectively as possible.To this end, it may express its opinion on the professional

figures whose presence in the Board is considered appropriate.

The better to carry out its duties, the Committee may employ outside consultants at the

Company’s expense.Within the scope of the activity performed by the Committee members

for the purposes of the Procedure for transactions with related parties, the Board of Directors

did not set any expense limit even for transactions of “Minor Relevance”.

Whenever the Committee discusses recommendations for the remuneration of the Chairman,

executive Deputy Chairman and CEO, such individuals must leave the meeting.

34 Complying with the conditions set out for both Committees by the Corporate Governance Code.

35 If the conditions per Article 3.2 letter c) of the Procedure for Transactions with Related Parties are met, i.e. (i) that the Company
has adopted a remuneration policy; (ii) that the Nominations and Remuneration Committeewas involved in the definition of the
remuneration policy; (iii) that a report illustrating the remuneration policy has been submitted to the Shareholders’ Meeting
consultative vote; (iv) that the remuneration assigned is consistent with said policy – subject to the disclosure obligations per
Article 154-ter of the Italian Consolidated Finance Act, the Procedure shall not apply to transactions pertaining to the assignment
or increase of remuneration and economic benefits, in any form,to amember of a governing or controlling body of the Company
or to a key manager thereof or otherwise to one of the persons who hold the offices indicated in Annex 1 to the Procedure for
transactions with related parties.
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In the performance of its duties, the Committee was able to access the information and

company functions necessary to carry out its tasks.

In 2012, the Committee held 7 meetings36 – duly recorded in minutes – in which it: (i)

formulated proposals for setting the remuneration of the Chairman, Deputy Chairmen, CEO

and,more in general,of Directors with powers or specific duties and of the Directors called to

serve on the Strategic Committee who do not hold positions in the Board of Directors; (ii)

made determinations on the definition of the targets for the year 2012 with reference to the

short and long term incentive system and to the value creation achieved in 2011, (iii) issued

opinions – and proposals,when warranted – as to the recognition and setting of bonuses to

some of the Company’s managers. The members of the Nominations and Remuneration

Committee formulated the aforesaid proposals or assessments also taking into account the

Procedure for transactions with related parties, issuing –when required – its opinionwith the

reasons for it.

The Committee also actively participated in the process for the design and subsequent

adoption of a new short-term incentives system – theMBO System37,and of the newmedium-

long term incentives systems undergoing design – the LTI System38 .

TheMBO System and the LTI System are integral, substantial parts of the Remuneration Policy

for the members of the Board of Directors and Key managers adopted by the Board of

Directors – always at the proposal of the Nominations and Remuneration Committee – on 20

December 2011 in accordance with the Corporate Governance Code most recently revised

on 18 December 2012 to take into account the powers delegated by the new Board of

Directors of ERG S.p.A. – appointed by the Shareholders’Meeting of 20 April 2012 – and the

medium/long term incentive System (LTI System).

The Committee also prepared a support document for the Board of Directors on the Board

Performance Review carried out by the Committee using the assessment criteria used in past

years39.

The average duration of the meetings held by the Committee was 2 hours.

As at the date of approval of this document, the Nominations and Remuneration Committee

had met 3 times.

36 Specifically:4 times before the end of themandate awarded to the previous Board of Directors and 3 times after the appointment
of the new Board of Directors (which took place at the Shareholders’Meeting on 20 April 2012) which confirmed the terms of
office of the members of the previous Committee; therefore the composition of the Committee was unchanged even after the
renewal of the Board of Directors.

37 Management by objectives.

38 Long term incentive.

39 Please refer to the information provided in Note no. 24.
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STRATEGIC COMMITTEE
Members

Alessandro Garrone - Chairman

Giovanni Mondini

Luca Bettonte

Alessandro Careri

Marco Costaguta

The Committee advises and issues recommendations to the CEO and to the Board of Directors

of ERG S.p.A. and to the Boards of Directors of the operating companies of the ERG Group.

It operates, within strategies and policies approved by the Board of Directors, by defining

strategic business and portfolio guidelines, and guidelines and policies on strategic finance

and for individual finance operations,monitoring the progress of their implementation over

time.

The Committee also examines the long-term strategic plans and capital expenditures budgets

of the ERG Group and of the operating companies, as well as the strategic benefits of

significant capital expenditures effected at the ERG Group level.

In the course of 2012, the Committee held 13 meetings – duly recorded in meeting minutes.

CORPORATE GOVERNANCE RULES
The most significant rules in terms of their impact on the company’s overall corporate

governance are as follows:

– the Procedure for handling and processing privileged information and for the public

dissemination of statements and information;

– the Code of Conduct for Internal Dealing;

– the Guidelines for the identification and execution of significant transactions;

– the Code of Conduct for Directors of Group companies;

– the reporting procedure for significant transactions by sub-holding companies;

– the Procedure for Related-party transactions;

– the Policy for the remuneration ofmembers of the Board of Directors and of keymanagers.

PROCEDURE FOR HANDLING AND PROCESSING PRIVILEGED INFORMATION AND FOR THE
PUBLIC DISSEMINATION OF STATEMENTS AND INFORMATION
The Board of Directors, based on a recommendation made by the Internal Control and Risk

Committee,has adopted a procedure for handling and processing privileged information and

for public communication of statements and information. The aim is to ensure that all

statements and information intended for themarket, for CONSOB and for Borsa Italiana S.p.A.

are the outcome of an accretion process that guarantees both timeliness and accuracy.

The procedure,most recently revised on 10 May 2012, defines the tasks and responsibilities

of the functions involved, identifies the criteria,methods and timing of the various procedural

stages, and establishes the appropriate decision-making levels for the dissemination of

statements and information. For this purpose, it contains prescriptions aimed at assuring an

exhaustive and timely flow of information within the companies of the ERG Group and

between them and the listed Parent Company for the purposes of compliance with

information obligations pertaining to “price sensitive” events, vis-à-vis the market and the

organisations tasked with its supervision.
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CODE OF CONDUCT FOR INTERNAL DEALING
The Board of Directors has adopted aCode of Conduct in order to give transparency to financial

transactions carried out by Relevant Persons,namely those personswho,by virtue of their roles

within the Group, have significant decision-making powers or considerable knowledge of

corporate strategies which would help them in making investment decisions regarding the

financial instruments issued by the Company.

The list of recipients of this Code,most recently revised on 3 December 2012 is published on

the Company’s website.

GUIDELINES FOR THE IDENTIFICATION AND EXECUTION OF SIGNIFICANT TRANSACTIONS
The Board of Directors has defined the guidelines for the identification and execution of

significant transactions, the examination and approval of which – as recommended by the

Italian Corporate Governance Code – remain the exclusive responsibility of the Board of

Directors.

The guidelines,most recently revised on 10May 2012,set out the criteria to be used to identify

the most significant transactions, in accordance with Article 1 of the Corporate Governance

Code,consisting of quantitative and qualitative criteria and criteria deriving from the specific

requirements of the parties involved (related-party transactions and intra-group transactions).

The document also indicates the standard of conduct to be followed in carrying out the

aforesaid transactions, with particular reference to the transactions carried out by the

subsidiaries over which ERG S.p.A. exercises management and coordination in accordance

with Article 2497 et seq. of the Italian Civil Code which must be preventively examined and

approved by the Board of Directors.

CODE OF CONDUCT FOR DIRECTORS OF GROUP COMPANIES
The Board of Directors has adopted a Code of Conduct for Directors appointed in ERG Group

companies in order to provide themwith uniform rules of conduct for performing their duties

within a systematic framework of reference and in compliance with Corporate Governance

principles.

REPORTING PROCEDURE FOR SIGNIFICANT TRANSACTIONS
The Board of Directors has adopted a reporting procedure whereby sub-holding companies

and their subsidiaries and investee companies – based on a specific approach and timeframe

– shall inform the Company of transactions effected by them directly and which can be

classified as significant according to the guidelinesmentioned above,applying the exceptions

allowed in these guidelines40.

PROCEDURE FOR RELATED-PARTY TRANSACTIONS
The Board of Directors,with its resolution of 11 November 2010,with the favourable opinion

of the Internal Control and Risk Committee and with the input of the Board of Statutory

Auditors, approved and adopted a specific internal resolution – with effect since 1 January

2011 – aimed at assuring the transparency and substantial and procedural correctness of the

transactions with related parties carried out by ERG S.p.A.directly or through its subsidiaries.

The Procedure was most recently revised on 6 August 2012.

40 This is information provided to the Board of Directors in relation to transactions not subject to the preliminary approval of the
Board itself on the basis of the waivers prescribed by the aforesaid Guidelines.
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POLICY FOR THE REMUNERATION OF MEMBERS OF THE BOARD OF DIRECTORS AND OF KEY
MANAGERS
The Board of Directors adopted,with its resolution of 20 December 2011,at the proposal of the

Nominations andRemunerationCommittee,a RemunerationPolicy of themembers of theBoard

ofDirectors andof Keymanagers in linewith the provisions of the CorporateGovernanceCode,

revised – at the proposal of the Nominations and Remuneration Committee – on 18December

2012 to take into account the powers vested by the new Board of Directors of ERG S.p.A. –

appointedby the Shareholders’Meetingof 20April 2012 – and themedium/long term incentive

System (LTI System)41.

OTHER INFORMATION
Information about the internal control and risk management System, Supervisory Committee,

investor relations,Organisation andManagementModel per Italian LegislativeDecree 231/2001,

independent auditors,the headof the Internal Audit,Risk andComplianceDivision,themanager

responsible for preparing the company’s financial reports, andmanagement and coordination

activity can be found below.

THE INTERNAL CONTROL AND RISK MANAGEMENT SYSTEM OF THE ERG GROUP
1. GENERAL PRINCIPLES
The Internal Control and RiskManagement System of the ERGGroup (hereafter,“CIGR System”)

complies with the principles set out in the Corporate Governance Code and,more in general, it

is consistent with domestic and international best practices. The CIGR System, in particular,

consists of a set of rules, procedures and organisational structures aimed at proactively

contributing – through an adequate process of identifying, measuring, managing and

monitoring the main risks – to the protection of the ERG Group’s assets, to the efficient and

effective management of the Group in line with the corporate strategies defined by the Board

of Directors, to the trustworthiness, accuracy and reliability of financial disclosure and,more in

general, to compliance with current laws and regulations.

The System, as an integral part of the enterprise, involves and hence is applied to the entire

organisational structure of the ERG Group: from the Board of Directors of ERG and of its

subsidiaries42 (hereafter,“Subsidiaries”), to the Group Management (hereafter,“Management”)

and to the company’s personnel.

2. PERSONSANDBODIES INVOLVED IN THE INTERNAL CONTROLANDRISKMANAGEMENT SYSTEM
Themainpersons andbodies involved in the ERGGroup’s internal control and riskmanagement

system,according to their respective skills and in compliancewith current laws and regulations,

as well as with the recommendations of the Corporate Governance Code,are:

– the Board of Directors,which orients and assesses the adequacy of the CIGR System;

– the Chief Executive Officer,who identifies themain corporate risks;

– the Director in charge of the Internal Control and RiskManagement System,responsible for

verifying the correct functionality and the overall adequacy of the CIGR System;

– the Internal Control and Risk Committee, tasked with supporting, through an adequate

preliminary analysis activity, the assessments and decisions of the Board of Directors

pertaining to theCIGRSystem,aswell as thosepertaining to the approval of periodic financial

reports;

– the Head of Internal Audit, Risk and Compliance, in charge of verifying the viability and

suitability of the CIGR System.

41 For any additional information in this matter,please refer to the Report on Remuneration per Article 123-ter of the Consolidated
Finance Act, to be presented to the Shareholders’ Meeting convened in April 2013, among other matters, in accordance with
Article 2364, second paragraph, of the Italian Civil Code.

42 Themeaning of the term“control” is as set out in Article 93 of the Italian Consolidated Finance Act.Consequently, Joint Ventures
with joint control are excluded.
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BOARD OF DIRECTORS
The Board of Directors carries out the role and the duties prescribed by the Corporate

Governance Code and,within itsmain function of orienting and assessing the adequacy of the

CIGR System, it is the central body of the System.

To this end, the Board of Directors shall, in particular:

– define the Guidelines of the CIGR System43 (hereafter “Guidelines”), so that the main risks

are correctly identified and adequately measured,managed andmonitored,determining

their compatibility with enterprise management that is consistent with the identified

strategic objectives;

– assess, at least once a year, the adequacy of the CIGR System with respect to the

characteristics of the company and to the risk profile assumed,as well as its effectiveness;

– appoint the Head of Internal Audit, Risk and Compliance, define his/her compensation44

and approve, at least once a year, the work plan prepared by him/her;

– identify within it

• one or more directors appointed to set up and maintain an effective Internal Control

and Risk Management System

• the Internal Control and Risk Committee

with whose support it carries out the assessments andmakes the decisions pertaining to

the CIGR System and assures that duties and responsibilities are allocated clearly and

appropriately and that the Head of Internal Audit, Risk and Compliance, the Supervisory

Committee and the Manager responsible for preparing the company’s financial reports,

have adequate resources available for the performance of their duties and enjoy an

appropriate level of autonomy within the organisation.

Specifically, responsibility for setting up andmaintaining an effective Internal Control and Risk

Management System are shared between the Chief Executive Officer and the Director in

charge of the Internal Control and Risk Management System, as described below.

CHIEF EXECUTIVE OFFICER
TheCEOhas the powers necessary to carry out all actions pertaining to the company’s business.

Within ERG’s organisational structure, the followingDivisions report to him/her: theMergers &

Acquisitions Division,the Corporate Development Division,the Power &Gas Business Unit, the

Oil Business Unit, the Finance andControl Division,the Institutional and International Relations

Division, the General Secretariat Division, the Administration Reporting and Taxation Division,

the Organisation and Systems Division.

The Chief Executive Officer is also the Chairman of the Investment Committee, which has a

consultative role and expresses a reasoned technical and economic-financial opinion for the

Strategic Committee in the various stages of the investment process.

The Chief Executive Officer identifies the main corporate risks, taking into account the

characteristics of the activities carried out by the issuer and by its subsidiaries,and periodically

submits them to the review of the Board of Directors, as described in detail below.

43 With the opinion of the Internal Control and Risk Committee.

44 At the proposal of the Director in charge of the Internal Control and Risk Management System and with the favourable opinion
of the Internal Control and Risk Committee, taking into consideration the input of the Board of Statutory Auditors.
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DIRECTOR IN CHARGE OF THE INTERNAL CONTROL AND RISK MANAGEMENT SYSTEM
The Director in charge of the Internal Control and Risk Management System assures that the

CIGR System’s functionality and overall adequacy is maintained, promptly reporting to the

Internal Control and Risk Committee (or to the Board of Directors) on any problems and critical

issues noted in the course of his/her activity, or of which (s)he has otherwise become aware,

so that the Committee (or the Board of Directors) can undertake the appropriate initiatives.

For this purpose the Director in charge shall, in particular:

– implement the Guidelines defined by the Board of Directors, providing for the design,

implementation and management of the Internal Control and Risk Management System

and constantly verifying its adequacy and effectiveness;

– manage the adaptation of this system to the dynamics of operating conditions and of the

legal and regulatory environment;

– verify, with the support of the Internal Audit, Risk and Compliance Division, that

Management has identified the main risks, that the risks were assessed with consistent

procedures, that the mitigating actions have been defined and are being carried out, and

that the risks are managed in accordance with the decisions of the Board of Directors;

– propose to the Board of Directors the appointment and compensation of the Head of

Internal Audit, Risk e Compliance45, assuring his/her independence and operating

autonomy with respect to each manager in charge of operating areas and verifying that

the Head of Internal Audit, Risk and Compliance is provided with suitable means to

perform his/her duties effectively;

– rely on the Internal Audit, Risk and Compliance Division to perform audits on specific

operating areas and on compliancewith rules and internal procedures in the execution of

corporate operations;

– promptly report to the Internal Control and Risk Committee (or to the Board of Directors)

on any problems and critical issues noted in the course of his/her activity,or of which (s)he

has otherwise become aware, so that the Committee (or the Board of Directors) can

undertake the appropriate initiatives.

The Director in charge of the Internal Control and Risk Management System shall not be

delegated any individual management powers.

INTERNAL CONTROL AND RISK COMMITTEE
The Internal Control and Risk Committee advises and issues recommendations to the Board

of Directors and fulfils the role and responsibilities indicated in the Corporate Governance

Code, supporting the Board of Directors in the assessments and decisions pertaining to the

CIGR System.

For this purpose, the Committee shall, in particular:

– examine the work plan and the periodic reports prepared by the Head of Internal Audit,

Risk and Compliance;

– express opinions on specific aspects pertaining to the identification of themain corporate

risks;

– report to the Board of Directors,on a half-yearly basis,on the activity performed and on the

adequacy of the CIGR System;

– monitor the autonomy, adequacy and effectiveness of the Internal Audit, Risk and

Compliance Division;

– examine the results of the activities of the Manager responsible for preparing the

company’s financial reports;

45 With the favourable opinion of the Internal Control and Risk Committee and taking into consideration the input of the Board of
Statutory Auditors.
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– assess the proper use of the accounting standards46 and their consistency for the

preparation of the Consolidated Financial Statements,of the Statutory financial statements,

of the condensed half-yearly report and of the interim reports on operations.

The Board of Statutory Auditors shall attend the meetings of the Internal Control and Risk

Committee.

HEAD OF INTERNAL AUDIT, RISK AND COMPLIANCE
The Internal Audit, Risk and Compliance Division performs the role and duties prescribed by

the Corporate Governance Code,verifying the functionality and suitability of the CIGR System

and, in particular, that Management has identified themain risks, that the risks were assessed

with consistent procedures and that the mitigating actions have been defined and carried

out.The Division also verifies whether the risks aremanaged in accordancewith the decisions

of the Board of Directors,with external rules and with rules within the Group.

The Head of Internal Audit, Risk and Compliance is not responsible for any operating area;

(s)he reports hierarchically to the Board of Directors through the Director in charge of the

Internal Control and Risk Management System and (s)he provides all due information to the

Internal Control and Risk Committee and to the Board of Statutory Auditors.The annual work

plan,based on a structure process of analysis and prioritisation of themain risks ("Audit Plan"),

similarly to the budget, is subject to the approval of the Board of Directors47.Moreover,within

the scope of the audit plan, the Internal Audit Risk and Compliance Division shall verify the

reliability of the information systems including the accounting measurement systems.

At least twice a year, it prepares a summary of the main observations emerged and of the

corporate risks to bemonitored (Risk Report) which includes an assessment of the suitability

of the CIGR System.The findings of these reports are presented to theDirector in charge of the

Internal Control and Risk Management System, to the Internal Control and Risk Committee,

and to the Board of Statutory Auditors.

The Chairmen of the Board of Directors,of the Board of Statutory Auditors and of the Internal

Control and Risk Committee, as well as the Director in charge of the Internal Control and Risk

Management System are recipients of non-periodic information flows, generated by the

Internal Audit, Risk and Compliance Division, in such a way as to assure their simultaneous

involvement.

3. OTHER RELEVANT PLAYERS WITH SPECIFIC INTERNAL CONTROL AND RISK
MANAGEMENT DUTIES

Chairman

The Chairman supervises and oversees the activities of the:

– Institutional and International Relations Division for External Relations and Corporate

Social Responsibility;

– General Secretariat for Corporate Affairs.

Executive Deputy Chairman

The Executive Deputy Chairman supervises the Group’s strategic decisions and the definition

of the organisationalmacro-structure,orients and coordinates the extraordinary transactions,

including structure finance transactions, carries out the strategic coordination of the

subsidiaries.

46 Together with theManager responsible for preparing the company’s financial reports and taking into consideration the opinion
of the Independent Audit Firm and of the Board of Statutory Auditors.

47 With the opinion of the Director in charge of the Internal Control and Risk Management System, taking into consideration the
input of the Internal Control and Risk Committee and of the Board of Statutory Auditors.
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The Executive Deputy Chairman is also the chairman of the Strategic Committee, which

supports the Executive Deputy Chairman and the Chief Executive Officer in the performance

of their duties to the Board of Directors in particular in the definition of strategic business

guidelines,portfolio guidelines, including innovative projects,and strategic finance guidelines

andpolicies aswell as for individual extraordinary finance transactions,monitoring the progress

of their implementation over time.

MANAGER RESPONSIBLE FOR PREPARING THE COMPANY’S FINANCIAL REPORTS
The Manager responsible for preparing the company’s financial reports, whose activity is

regulated by Italian Law no.262/2005, shall:

– prepare adequate administrative and accounting procedures for the preparation of financial

disclosure documents;

– monitor the enforcement of the procedures;

– issue to the market the certification of the adequacy and effective enforcement of the

administrative and accounting procedures for the purposes of the Group’s financial

disclosure.

BOARD OF STATUTORY AUDITORS
The Board of Statutory Auditors oversees compliance with the law and with the Articles of

Incorporation, adherence with correct administration principles, the adequacy of the

organisational structure (for aspects under its cognisance), of the CIGR System and of the

administrative-accounting system, and its reliability in correctly representing operations, and

the adequacy of the provisions imparted to the Subsidiaries for the proper fulfilment of the

prescribed disclosure obligations.

For this purpose,the Board of Statutory Auditors in linewith the role and the duties prescribed

by the Corporate Governance Code:

– shall exchange, in a timely manner, with the Internal Control and Risk Committee, the

relevant information for the performance of their respective duties;

– may rely on the Internal Audit,Risk and Compliance Division for the performance of audits

on specific operating areas or company transactions.

SUPERVISORY COMMITTEE
The Supervisory Committee (hereafter“Committee”) is appointedby the Board ofDirectors and

it has adequate financial resources available for the performance of its duties,amongwhich are:

– oversee compliance with the Code of Ethics;

– verify the effectiveness and adequacy of the Model or its suitability to prevent the

occurrence of offences per Italian Legislative Decree no.231/2001 on the basis of an annual

audit plan submitted to the Board of Directors;

– verify the adequacy of the organisational solutions adopted for the implementation of the

Model;

– prepare a half-yearly report to the Internal Control and Risk Committee and to the Board of

Directors about its activities, informing themof any violations it has observedwith respect

to the Model.

The Committee shall be provided with all information that pertain, even indirectly, to the

perpetration or attempted perpetration of offences and elusions of the Model as well as at-

risk behaviours in general.For this purpose,the information described in the Information Flows

chart shall be sent according to the periodicity indicated therein.

4. IMPLEMENTATION OF THE INTERNAL CONTROL AND RISK MANAGEMENT SYSTEM
ERG considers proper risk management and mitigation to be of fundamental importance: for

this reason, the Top Management has deemed it appropriate to define a risk management

Policy able to explain the relationships between risk management and processes to identify
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objectives and management plans in order to define the procedures to select the different

strategies and risk protection techniques,assigning formalmanagement responsibilitieswithin

the organisation. This framework has entailed the preparation,on one hand,of an organisation

able to provide a clear allocation of the governance,monitoring and reporting responsibilities,

on the other hand to institute an inter-relationship between the functions and the bodies

assigned to carry out risk management and control activities. More in detail, the Corporate

Governance Systemadoptedby ERG entails the institution of specific committees (e.g.Strategic

Committee, Investment Committee, Risks Committees, Loans and Credits Committee), tasked

with studying issues, providing advice and/or making proposals in relation to particular

“sensitive”and economically, financially and strategically relevantmatters,so that on such issues

it will be possible both to conduct a debate and a series of checks thatwill lead to the adoption,

by the Board of Directors, of knowledgeable, clearly represented decisions.These committees

concur in the definition of the methods for measuring, identifying, assessing and controlling

risks, and they provide advice andmake proposals to the Chief Executive Officer in relation to:

– definition of risk management strategies and policies;

– assessment of the most relevant transactions and analysis of the associated risks;

– monitoring the progress of the most relevant transactions and verification of the

enforcement of risk management policies.

Within this scope, the risk management process develops through:

– the identification and assessment of the main strategic risks tied to the Business Plan and

toextraordinary transactions,aswell as thedefinitionof thepolicies required tomitigate them;

– the identification and assessment of the main risks tied to business processes, as well as

the definition of the procedures to manage them and of the control instruments;

– the continuous verification of the operation and effectiveness of the risk management

process.

The aforementioned steps are described in detail below.

MANAGEMENT OF STRATEGIC AND DISCONTINUITY RISKS
In relation to the management of the risks tied to the Business Plan and to extraordinary

transactions, it should be pointed out that decisions of a strategic nature aremadeby the Board

of Director on the basis of a risk assessment carried out with the support of the Strategic

Committee and of the Investment Committee.The Executive Deputy Chairman and the Chief

Executive Officer,members of these Committees,periodically report to the Board of Directors

also with regard to the main prospective risks, in terms of strategic decisions and investment.

The process, aimed at the definition of the strategic risks related to the Group’s investments

and to significant transactions, initially involves the Investment Committee,which expresses a

technical and economic-financial opinion on them,and subsequently the Strategic Committee,

which assesses the desirability of proceeding with them. The process, following these

assessment steps, enables the Board of Directors to carry out its role concerning the strategic

decisions, and in relation to the significant investments the Group intends tomake.The Board

of Directors decides bothwith respect to investments and in relation to the risks to be assumed,

overseeing the ex post management of the transactions and of the related risks.

The Chief Executive Officer has responsibility and accountability for the management of

corporate risks and is supported by the Management in the identification and assessment of

the risks,as well as in the definition of the policies for their management. In this regard, (s)he is

also supported by the Strategic Committee and by the Investment Committee.

MANAGEMENT OF PROCESS RISKS
The management of process risks is performed by the company’s Management, which is

responsible for their assessment and for the definition of themitigating instruments.Tomanage

process risks, Management uses a risk self-assessment instrument: the Business Process Risk
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Assessment.The Business Process Risk Assessment (BPRA) enables theManagement tomonitor

the riskiest areas on the basis of an assessment of the level of adequacy of the design of the

controls, in order to mitigate the associated risks, pointing out areas deserving attention,

towardswhich themost appropriate action plans should be adopted.This activity,with the aid

of the Internal Audit Risk andComplianceDivision, involves the entireManagement of the ERG

Group in the identification of the process risks (business and corporate) and of the related

associated controls.

Therefore, the BPRA is a valid support that enables the Management to manage the riskiest

areas effectively.

A contribution to assure the effective operation of the CIGR System shall also be provided by

the Manager responsible for preparing the company’s financial reports, who assesses the

adequacy and operation of the controls on the administrative-accounting processes, the Risk

Committee,which provides advice and support to the Chief Executive Officer, in particular for

the definition of the strategies and policies tomanage financial andmarket risks,as well as the

Loans and Credits Committee,which monitors andmanages credit collection actions.

The significance of the risks, classified in categories and sub-categories, is determined on the

basis of parameters measuring the likelihood of their occurrence and the impact, not just in

economic terms,but also in terms of market share, competitive advantage and reputation.

The assessment of the control environment pertains to:

– the existence, the upgrade and compliance with internal regulations (e.g. guidelines,

procedures);

– the adequacy of the organisational instruments (e.g.delegated powers and authority);

– the adequacy of the monitoring activities, reporting and internal communication;

– the adequacy of the information systems supporting process management.

CONTINUOUS VERIFICATION OF THE EFFECTIVENESS OF THE RISK MANAGEMENT PROCESS
This verification activity is the natural joining point between one risk management cycle and

the next, and it provides the occasion to verify both the extent to which the objectives have

been attained,and the correct implementation of the selectedmanagement procedures.Every

deviation from the objectives and policies is subjected to analysis, to review the decision-

making processes adopted and to identify the factors that hinder the success of the identified

solutions. Based on the results of these analyses, if necessary, the redefinition of the

management programmes can start.

The CIGR System,defined on the basis of domestic and international leading practices,consists

of the following three levels of control:

– First level: entrusted to individual lines,they consist of the checks carried out by thosewho

perform certain activities and by thosewho are responsible for their supervision.They also

enable to assure the correct performance of the operating activities;

– Second level:entrusted to structures other than line,they contribute to the definition of the

risk measurement methods, to their identification, assessment and control (Risk

Management). They also enable to verify compliance with regulatory obligations

(Compliance);

– Third level: entrusted to the Internal Audit, Risk and Compliance Division, their purpose is

to identify anomalous trends,violations of the procedures and regulations,and to assess the

functionality of the overall internal control and risk management system.

Within this context, theDirector in charge of the Internal Control and RiskManagement System

focuses his/her activities on the main corporate risks, taking into account the objectives and

characteristics of the activities performed by the ERG Group.

TheModel contributes to strengthen the CIGR System,describing themeasures and protocols

aimed at reducing the risk of perpetration of offences within the corporate organisation.
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The duty of the Supervisory Committee is to supervise the suitability to prevent the

perpetration of the offences set out in theModel in accordancewith Italian Legislative Decree

no.231/2001 and to propose the adoption of newmeasures if the need arises, in order tomake

it current and effective at all times,adapting them to any regulatory andorganisational changes

that should occur over time.

INFORMATION ON THE MAIN FEATURES OF THE EXISTING INTERNAL CONTROL AND RISK
MANAGEMENT SYSTEMS IN RELATION TO THE PROCESS OF FINANCIAL DISCLOSURE,
INCLUDING AT A CONSOLIDATED LEVEL
The ways in which the ERG Group has defined its system for risk management and internal

control in relation to the process of financial disclosure (henceforth referred to as“the System”)

at the consolidated level are illustrated below.The purpose of the System is to mitigate risks

significantly in terms of trustworthiness, reliability, accuracy and timeliness of financial

disclosures.

The Model described below was presented to the Internal Control and Risk Committee of the

listed Parent Company ERG S.p.A. and applies, from a logical point of view, in terms of

methodology and as regards principles of process control and accuracy,to themain companies

of the ERG Group to which it has been communicated through publication on the Company

Intranet as well as communication to all personnel.

In such a context, all personnel of the ERG Group are obliged to follow the indications of the

Model, in particular personnel in administrative functions that are more directly involved in

the preparation of corporate accounting documents, but also those in other functions that,

indirectly,contribute to the process through the preparation of documents and information,the

inputting or updating of data in the company’s information systems, in normal operations.

The Model is regularly updated and each update and/or integration of significance must be

submitted and presented in advance to the Internal Control and Risk Committee.

ROLE
Themain responsibility of the Manager responsible for preparing the financial reports of ERG

S.p.A. is to implement the administrative-accounting procedures that govern the process of

the production of periodic corporate financial reporting, to monitor their application and,

together with the Chief Executive Officer, to certify to the market that the above principles

were followed and that the financial documentation circulated is reliable.

The figure of Manager Responsible fits into the wider framework of Corporate Governance,

structured according to the traditional model with the presence of corporate bodies with

diverse functions of control.

The Board of Directors,with its resolution of 15December 2009,appointedGiorgio Coraggioso,

Head of Administration,Reporting andTaxation,as theManager Responsible for preparing the

financial reports.

ELEMENTS OF THE SYSTEM
Methodological approach

Within the ERG Group it has been decided to adopt a working methodology that envisages

the following logical steps:

a) identification and evaluation of the risks applicable to financial reporting;

b) identification of controls for risks identified both at the Company/Group level (entity level)

and at the process level;

c) evaluation of controls andmanagement of themonitoring process both in terms of design,

and in terms of operations and effectiveness, with the aim of reducing risks to a level

considered “acceptable“ (information flows, gap management, plan for remedial action,

reporting system,etc.).
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The complete process ismanaged by the Processes and Compliance function that operates as

a staff function reporting to the Head of Administration and that, following standard practice,

governs all administrative-accounting procedures, mapping and harmonising those in force

by defining interventions at process level, information systems or procedures to rectify any

control deficiencies.

Risk identification and assessment

Risk Assessment is conducted annually and has the goal of identifying, on the basis of a

quantitative analysis and following evaluations and parameters of a qualitative nature:

1. the Companies within the ERG Group scope of consolidation to include in the analysis;

2. the risks at the level of the selected operating Company/Group (Company/Entity Level

Controls) relating to the general corporate context of the Internal Control System, with

reference to the five components of the CoSO model developed by the Committee of

Sponsoring Organizations of the Treadway Commission, leading practice at the

international level and recognised within Italy as a reference model by the Italian Stock

Exchange Corporate Governance Code (control environment, risk assessment, information

and communication, control activities,monitoring);

3. the general risks for the Company’s information systems supporting related processes (IT

General Controls);

4. the processes that generate,with inherent risk, the accounts of the Consolidated Financial

Statements for each company selected;

5. for each relevant process, the specific risks for financial reporting,with particular reference

to so-called financial statement assertions (existence and occurrence,completeness, rights

and obligations, valuation and allocation,presentation and disclosure).

The process of Risk Assessment carried out at the level of consolidated Group financial

statements in order to determine the appropriate scope of analysis, is based on the combined

application of two analytical parameters, one quantitative and the other one qualitative.

As regards the fully quantitative part of the analysis, the following elements are determined:

– large portion (coverage of the Consolidated Financial Statements): this dimension is used

to measure the extent of the area within which controls are to be analysed and evaluated,

defined on the basis of the weight the dimensions bring to bear on the main items in the

financial statements;

– significant accounts: this refers to the quantitative size that items in the financial statements

must have in order to be considered significant after the application of a materiality

threshold;

– significant processes: by means of account-process matching, processes are identified for

which controls should be assessed, given that all processes associated with accounts that

have balances greater than the materiality threshold form part of the model.

Following the quantitative analysis described above, the process of Risk Assessment then

requires to perform an analysis based on qualitative elements,with a dual purpose:

– to complement the exclusively quantitative part of the analysis, so as to include or exclude

accounts-processes from the scope of the model on the basis of knowledge the

management has, from a historical point of view and also considering the expected

evolution of the business,of companies making up the ERG Group,and on the basis of the

professional judgement by management concerning risk levels relating to financial

disclosures;

– to define the“level of depth”towhich the analysed accounts-processesmust be taken into

considerationwithin the scope of themodel and atwhat level the related controlsmust be

mapped,documented andmonitored.
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The final result of the Risk Assessment process consists of a document that is circulated to the

various functions involved,validatedby theManager Responsible andpresented to the Internal

Control and Risk Committee.

Identification of controls

Once the main risks at the process level are identified, the actions to be taken in order to

monitor the associated control objective are identified. In particular, themapping of accounts-

processes and related controls constitutes a tool through which:

– significant processes and their principal associated risks are represented as defined within

the scope of Risk Assessment, as are the controls that are envisaged for the management

of such risks;

– the chart of mapped controls is evaluated to ascertain the capacity of each control to

manage andmitigate an identified risk and, in particular,the underlying financial statements

assertion;

– the operation and representation of a control is sharedwith its owners,as are the risks and

control activities;

– monitoring activities, needed to support the representations that must be made by the

Manager Responsible, are carried out.

The identification of risks and associated controls is carried out both with regards to controls

relating to financial statement assertions and to other control objectives within the scope of

financial disclosure, including:

– observance of authorised limits;

– the segregation of duties and responsibilities for operations and control;

– the physical security and existence of the company’s assets;

– activities of fraud prevention that have an impact on financial disclosure;

– the security of company information systems and the protection of personal data.

The mapping generated from time to time for a specific process is also used as the basis for

periodic testing activities whose goal is to evaluate and monitor both the chart and the

effectiveness of controls in place.

Assessment of controls andmonitoring processes

In accordance with the provisions of the law regarding formal compliance and in line with the

best practices previously referred to,the adoptedmethodology prescribes constantmonitoring

of the processes covered by the model and effective execution of the mapped controls.

The objective of suchmonitoring is the evaluation of the operating effectiveness of the controls

– in other words the effective functioning during the period of the controls mapped for the

purpose of analysis.To this end,a plan is prepared annually ofmonitoring activities (also refining

and optimising these,where necessary).The plan is formalised in a document that is presented

to the Internal Control and Risk Committee and in which strategies and timing are defined for

carrying out monitoring tests.

Following the completion of testing activities, reports are produced on the results of the

activities, providing the support on the basis of which the Manager responsible for preparing

the company’s financial reports releases legal representations, and the Internal Control and

Risk Committee, as regards the most important deadlines for half-yearly and annual financial

reporting,evaluates andparticipates in thework of theManager Responsible and the functions

through which he/she operates.

THE INDEPENDENT AUDITORS
Deloitte &Touche S.p.A.was appointed as independent auditor for the years 2009-2017 by the

Shareholders’Meeting held on 23 April 2009.

125



ORGANISATION AND MANAGEMENT MODEL PURSUANT TO ITALIAN LEGISLATIVE DECREE
231/2001
With the resolution passed on 21 December 2004, the Board of Directors adopted the

Organisation and Management Model of ERG S.p.A. pursuant to Italian Legislative Decree

231/2001; since then, the Model has been updated periodically to adapt it to the regulatory

changes subsequently introduced. In the second half of 2012, the Model was updated, in

particular to take into account the organisational changes that took place during the year and

the introduction of the following offences to the existing ones:“employment of citizens of third

party countries with irregular permits of stay”, “undue incitement to give or promise benefits”

and “corruption between private individuals”. The Board of Directors, with its meeting of 26

February 2013,approved the new version of theModel,an excerptwhereof is published in the

“Governance”section of the website www.erg.it.

Together with the new version of the 231 Model, the Board of Directors also approved the

“Guidelines for the adoption of the organisation and management model pursuant to

Legislative Decree 231/2001 in the Companies of the ERGGroup”,whose purpose is to provide

the ERG Group companies with methodological indications on the management of “231

compliance”,without constitutingmanagement and coordination activities and subject to the

liability of individual legal entities in the decision as towhether or not to devise aModel on the

basis of their own risk assessment.

SUPERVISORY COMMITTEE
Introduction of the Model led to the appointment of the Supervisory Committee, tasked with

assuring the adequacy and actual implementation of the Model, and to evaluate whether it is

necessary subsequently to update it.

The Committee,as a result of the decisions reachedby the Board of Directors during itsmeeting

of 18 December 2012, comprises: Paolo Francesco Lanzoni, Chairman, Devan De Paolis, and

Alberto Fusi.

The Supervisory Committee carries out itsworkwithin the Parent Company ERG S.p.A.,whereas

Subsidiaries,providedwith their ownModel,have appointed their own Supervisory Committee.

The Supervisory Committee of ERG S.p.A.met 5 times in 2012.

Investor relations

The company manages relations with its Shareholders, institutional investors and the market

through the Investor Relations function,which is a part of the Finance and Control Division.As

part of investor relations activities, meetings are regularly arranged both in Italy and abroad

with representatives of the financial community. ERG S.p.A.’s policy is to provide the fullest

possible information on its activities and strategies, including through constant innovation and

updating of its website.The person in charge of managing investor relations is Ms. Emanuela

Delucchi.

Management and coordination

ERG S.p.A. is a subsidiary of San Quirico S.p.A. which does not however exercise any

management and coordination activity over its subsidiary,within themeaning of Articles 2497

et seq. of the Italian Civil Code, also in view of the fact that a provision of its Articles of

Incorporation expressly prohibits the company from carrying out management and

coordination activities with regard to its subsidiaries.

This circumstance is periodically evaluated by the Board of Directors, also on the basis of a

preliminary review carried out by the Internal Control and Risk Committee.

ERG S.p.A. in turn performsmanagement and coordination ondirect or indirect subsidiaries.The

scope of involved companies and the content of any activity carried out on each of them are

periodically reviewedby the Board of Directors,also on the basis of a preliminary review carried

out by the Internal Control and Risk Committee.
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Commitment

The Company intends to confirm its commitment:

– to pursue as its primary objective, in its formal acts and conduct, the creation of

Shareholders value;

– to model its business on total compliance with the ERG Group’s ethical principles, which

are based on that combination of values consisting of personal integrity, correctness of

relationships inside and outside the Company, and transparency vis-à-vis Shareholders,

related stakeholders, and the market – as outlined and explained in the Code of Ethics,

adopted inDecember 2003 andmost recently updated on 10November 2011,to reflect not

only the organisational-corporate changes that have taken place in the ERGGroup,but also

the regulatory changes that have taken place and the evolution in reference best practices;

– to ensure, by means of constant attention to the ongoing evolution of corporate

governance principles,observance of such principles by its organisation, in order to ensure,

in turn, the transparent and efficient operation of the organisation over time.

The documents concerning Corporate Governance, to which reference is made in the Report,

are available in the Governance section of our website www.erg.it.
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COMPOSITION OF THE BOARD OF DIRECTORS AND
OF COMMITTEES
TABLE 1

BOARDOF DIRECTORS

OFFICE MEMBERS IN OFFICE IN OFFICE LIST EXECUTIVE NON
SINCE UNTIL (M/m)* EXECUTIVE

CHAIRMAN EDOARDO GARRONE 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DEPUTY CHAIRMAN ALESSANDRO GARRONE 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DEPUTY CHAIRMAN GIOVANNI MONDINI 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

CEO LUCA BETTONTE 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DIRECTOR MASSIMO BELCREDI 20/04/2012 App. Fin. Stat. 31/12/2014 M

DIRECTOR PASQUALE CARDARELLI 20/04/2012 App. Fin. Stat. 31/12/2014 M

DIRECTOR ALESSANDRO CARERI 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DIRECTOR MARCO COSTAGUTA 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DIRECTOR ANTONIO GUASTONI 20/04/2012 App. Fin. Stat. 31/12/2014 M

DIRECTOR PAOLO FRANCESCO LANZONI 20/04/2012 App. Fin. Stat. 31/12/2014 M

DIRECTOR GRAZIELLA MERELLO 20/04/2012 App. Fin. Stat. 31/12/2014 M YES

DIRECTOR UMBERTO QUADRINO 20/04/2012 App. Fin. Stat. 31/12/2014 M

DIRECTORSWHO LEFT OFFICE DURINGTHE REFERENCEYEAR

DIRECTOR GIUSEPPE GATTI 23/04/2009 06/03/2012 M YES

DIRECTOR ALDO GAROZZO 23/04/2009 20/04/2012 M YES

QUORUM REQUIRED FOR LIST PRESENTATION ONTHE OCCASION OF THE LATEST APPOINTMENT 2%

NUMBER OF MEETINGS HELD BOARD
DURING THE REFERENCE YEAR OF DIRECTORS 10

NOTES
* In this column,M/m is indicated depending on whether the member was elected from the list voted by the majority (M) or by a minority

(m).
** This column shows the percentage of Directors’ attendance at the meetings, respectively, of the Board of Directors and of the Committees

(no. of presences/no. of meetings held during the person’s actual period in office).
*** This column shows the number of appointments as Director or Statutory Auditor held by the person in other companies listed on regulated

markets, also abroad, in financial, banking, insurance companies or in companies of significant size.
**** This columns shows whether the member of the Board of Directors is also member of the Committee
***** This column shows the date of first appointment of the directors since 16 October 1997, the date of the Company’s initial listing.
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INTERNAL CONTROL NOMINATIONS AND
AND RISK COMMITTEE REMUN.COMMITTEE

INDEPENDENT IN INDEPENDENT IN %ATTEND- NUMBER OF OTHER SENIORITY IN (****) (**) (****) (**)

ACCORDANCEWITH ACCORDANCEWITH ANCE (**) APPOINTMENTS (***) OFFICE SINCETHE
THE CODE CONSOLIDATED FINANCE ACT FIRST APPOINTMENT (*****)

100% 2 16/10/1997

100% 2 16/10/1997

100% 1 16/10/1997

100% – 15/12/2009

YES YES 100% 1 29/04/2003 YES 100% YES 100%

YES YES 80% – 28/04/2006 YES 100%

100% – 21/06/2011

86% 1 20/04/2012

YES YES 100% 4 29/04/2003 YES 100%

YES YES 100% – 29/04/2003 YES 89% YES 100%

100% – 23/04/2009

YES YES 100% 3 20/042012

67% – –

100% – –

INTERNAL CONTROL NOMINATIONS AND
AND RISK COMMITTEE 9 REMUNERATION COMMITTEE 7
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COMPOSITION OF THE BOARD OF STATUTORY AUDITORS

TABLE 2

BOARDOF STATUTORY AUDITORS

OFFICE MEMBERS IN OFFICE IN OFFICE LIST INDEPEN- % ATTEND- NUMBER SENIORITY IN
SINCE UNTIL (M/m) * DENT IN ANCE (**) OF OTHER OFFICE SINCE

ACCORDANCE APPOINTMENTS (***) THE FIRST
WITHTHE CODE APPOINTMENT (****)

CHAIRMAN MARIO PACCIANI 15/04/2010 App. Fin. Stat. M YES 100% 1 29/04/2004
31/12/2012

STANDING LELIO FORNABAIO 15/04/2010 App. Fin. Stat. M YES 100% 5 15/04/2010
AUDITOR 31/12/2012

STANDING PAOLO FASCE 15/04/2010 App. Fin. Stat. M YES 100% 4 27/04/2007
AUDITOR 31/12/2012

ALTERNATE VINCENZO 15/04/2010 App. Fin. Stat. M YES – – 15/04/2010
AUDITOR CAMPO ANTICO 31/12/2012

ALTERNATE FABIO PORFIRI 15/04/2010 App. Fin. Stat. M YES – – 15/04/2010
AUDITOR 31/12/2012

ALTERNATE STEFANO REMONDINI 15/04/2010 App. Fin. Stat. M YES – – 15/04/2010
AUDITOR 31/12/2012

AUDITORSWHO LEFT OFFICE DURINGTHE REFERENCEYEAR

NONE

QUORUM REQUIRED FOR LIST PRESENTATION ONTHE OCCASION OF THE LATEST APPOINTMENT 2%

NUMBER OF MEETINGS HELD DURING THE REFERENCE YEAR 10

NOTES
* In this column,M/m is indicated depending on whether the member was elected from the list voted by the majority (M) or by a minority

(m).

** This column shows the percentage of Auditors’ attendance at the meetings of the Board of Statutory Auditors (no. of presences/no. of
meetings held during the person’s actual period in office).

*** This column shows the number of appointments as Director or Statutory Auditor held by the Auditors in other companies listed on regulated
markets,also abroad, in financial,banking, insurance companies or in companies of significant size.Complete list of appointments in attached,
in accordance with Article 144-quinquiesdecies of the CONSOB Issuers’Regulation, to the report on supervisory activities, prepared by the
auditors in accordance with Article 153, paragraph 1 of the Consolidated Finance Act.

**** This columns shows the date of first appointment of the auditors.
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BOARD OF DIRECTORS’ PROPOSAL

Dear Shareholders,

We close this report by inviting you to:

approve the Financial Statements for the year ended 31 December 2012,which closewith

a net profit of EUR 21,499,025.21;

authorise the payment of a dividend of EUR 0.40 per share. The dividend will be paid in

respect of each share having dividend rights outstanding as of the ex-date, excluding the

company’s treasury shares, in accordance with Article 2357-ter of the Italian Civil Code,by

distribution of the year’s earnings and for the residual part by use of retained earnings;

to release a part of the unavailable portion of the “Reserve for first-time adoption of

IAS/IFRS and retained earnings”, i.e.EUR 145,484,000.00 corresponding to the write-down,

net of the related tax expense, of the share in the TotalErg S.p.A. joint venture. Upon

approval of the 2010 Financial Statements, a portion of the profit amounting to EUR

346,403,569.83, i.e. the unrealised portion of the capital gain,net of the related tax expense,

deriving from the incorporation of the TotalErg joint venture, had been allocated to an

unavailable reserve in accordancewith Article 6,Paragraph 1 Letter a) of Italian Legislative

Decree no. 38/2005;

approve the payment of the dividend starting on 23 May 2013, subject to issuance of the

coupon starting on 20 May 2013 and record date on 22 May 2013.

Genoa, 7 March 2013

On behalf of the Board of Directors

The Chairman

Edoardo Garrone
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GLOSSARY
AM

Adjustment Market – enables operators tomake changes to the programmes defined on the

Day-Ahead Market (DAM) by making additional purchase or sale offers. As from 1/11/2009 it

is replaced by the Intra-Day Market (IDM).

API

Standard used in the oil sector to measure density, expressed in terms of a scale devised by

the American Petroleum Institute.

CIP 6 TARIFF

Tariff paid by GSE (the Italian national grid operator) to producers of electricity that use

renewable and assimilated sources under the terms of the CIP 6/92 provision.

COMBINED CYCLE

A system adopted to maximise the efficiency of power plants by combining gas and steam

turbines. The steam is obtained as a by-product of the electricity generation process using

gas turbines.

CRACK SPREAD

The difference between the price of raw materials and the price of the main products

expressed in USD/barrel.

DAM

Day-AheadMarket – trading session on the IPEX (Italian Power Exchange) duringwhich blocks

of hours of electricity for the following day are traded.

Place for trading electricity sale and purchase offers for every hour of the day after the trading

day.

DESULPHURISATION

Treatment of oil fractions in order to reduce the sulphur content of end products.

DSM

Dispatching Services Market – this is the instrument used by Terna S.p.A. to procure the

resources required to manage and monitor the system (solution of inter-zone congestion,

creation of power reserve, real-time balancing). Place for trading the sale and purchase of

dispatching services used by Terna S.p.A. to clear congestion between zones, create a power

reserve and balance the power fed into and withdrawn from the grid in real time.



137

EMC (ENERGY MARKET CONSULTANTS)

EMC (Energy Market Consultants) is a London-based company set up in 1989 by a group of

consultants with consolidated experience in their fields of specialization. Since then, the

company has earned itself an excellent reputation for its original analytical capabilities and its

accurate and independent view of the energy/oil and industrial market.

EXCISE DUTIES

Indirect taxes on the production or consumption of certain products, including mineral oils

and alcohol-based products,known as excise duty or excise tax and corresponding border or

consumption surtax.The tax obligation begins when an oil product is produced or imported

and is collected when the product is put on the market for consumption within the country.

FEED IN TARIFF

Name adopted in the European incentive scheme to encourage investment in the conversion

of solar energy into electricity through photovoltaic systems permanently connected to the

grid.

FINANCIAL LEVERAGE

Net financial indebtedness

Net invested capital

GREEN CERTIFICATES

Annual certificates assigned for power generated from renewable sources at plants put into

operation after 1st April 1999. Each certificate is issued by GSE in relation to the year’s energy

production from renewable sources (estimated figures based on expected output or final

figures) and can be used to fulfil the renewable energy input obligation for the year to which

it refers.

HSE (HEALTH, SAFETY, ENVIRONMENT)

Internationally recognised English acronym that stands for Health, Safety and Environment.

HS FUEL OIL

Fuel with a high sulphur content.

IAS/IFRS

International Accounting Standards – International Financial Reporting Standards.

IDM

Intra-day market - Place for trading offers for the purchase and sale of electricity for every

hour of the following day in order to modify the electricity input and output programmes

defined on the DAM.
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IGCC FEEDSTOCK

Heavy residues (asphalt) derived from refining processes used for generating electricity at an

IGCC plant.

IGCC PLANT

An Integrated Gasification Combined Cycle plant for the gasification of refining process

residues and combined heat and power generation.

JET FUEL

A type of aviation fuel for use in gas turbine powered aircraft.

KILOWATT-HOUR (KWH)

A unit of energy equivalent to 1,000 Watts of power produced or expended for one hour of

time. Energy is also expressed in Megawatt-hours (MWh), equivalent to one thousand kWh,

Gigawatt-hours (GWh),equivalent to onemillion kWh,andTerawatt-hours (TWh),equivalent to

one billion kWh.

LIGHT – HEAVY CRUDE OILS

An approximate distinction made to classify the quality of crude oils on the basis of their

density in API degrees.This classification also gives an indication of their sulphur content and

yield. Light crude oils have a lower sulphur content and a higher yield in light/medium

distillates, and the opposite is true for heavy crude oils.

LOARD FACTOR

The measurement used to assess a plant’s level of use; it is derived from the ratio between

actual production in a given period of time and the plant’s maximum theoretical production

in the same period.

LPG (LIQUIFIED PETROLEUM GAS)

Mixture of hydrocarbons,mainly butane and propane,which is a gas at ambient temperature

and pressure and becomes liquid when subjected to different temperature and pressure

conditions.

MW – TWH

Millions ofWatts – Billions of watt hours - a unit ofmeasurement of a plant’s power generation

capacity.

NON-RECOURSE PROJECT FINANCING

Financing for a project that does not require guarantees from the shareholders of the

company receiving the loan.
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OFF-ROAD DIESEL

Diesel fuel with a high sulphur content and colorant suitable for off-road vehicles.

OHSAS 18001

Occupational Health and Safety Assessment Series – internationally recognised standard that

establishes the requirements for occupational health and safetymanagement systems.These

requirements,applied at company level,are assessed by an external body qualified to issue the

related Certificates of Compliance.

OTC

Over the counter.

REFINING AND ATMOSPHERIC DISTILLATION

Refining: the combination of processes to which crude oil is subjected in order to obtain the

desired range of products.

Atmospheric distillation: the first stage of the refining process, which serves to separate the

products at atmospheric pressure from the crude oil, through heat and the condensation of

fractions of the product (semi-finished products) by cooling.

REVAMPING

Refinery processes carried out to improve or increase the processing capacity.

SM3

Standard cubic metres

TECHNICAL BALANCED DISTILLATION

Distillation capacity supported by secondary processing plants that produce gasoline and

diesel fuel in accordance with specifications.

VACUUM GAS OIL

Type of fuel obtained from vacuum distillation of crude oil for lubricants.

WTG (WIND TURBINE GENERATOR)

A device that converts the kinetic energy of wind into mechanical energy, which is, in turn,

converted into electricity.






